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T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A .  e x a m i n a t i o n
IN addition to its regular Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to  take the 
C.P.A. Examination.
This Course will be sup­
plied only to those who are 
already competent account­
ants, as no attem pt is made 
to  teach general accounting 
in this course. The instruc­
tion is pointed directly at 
the C.P.A. Examination.
Som ething more than a 
knowledge of accounting is 
necessary to  insure success 
in the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features o f the training are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts 
Elaborate explanations and comments 
th a t include, in addition to  the finished 
statem ents or solutions, such items as 
suggestions for “Notes to  the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I . A. examina­
tion, or ( 2) specially prepared to  train  
the can d id a te in  handling certain points 
likely to  be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a  
Certified Public Accountant who has him­
self passed the C. P . A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C. P. A. problems readily— 
many others w ith years of 
experience flounder pitifully 
in the examination room. 
W HY? The candidate is 
required to w ork a t top 
speed. He m ust work with 
lim ited information. He has 
to construct definitions. Very 
often it is necessary for him 
to use unusual working 
sheets.
The C .P .A . Coaching 
Course given by the In ter­
national A c c o u n t a n t s  
Society, Inc., prepares you 
to meet such conditions. 
The fee is $42, and the text 
consists of tw enty lessons.
A
BOOKLET, “How to Prepare for the C.P.A. Examination,” is available for those who 
are interested. For a free copy, just write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c ie t y ,  Inc.
A Division o f the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, "How to  Prepare for the C. P . A. Examination," 
which describes your special Coaching Course for Accountants.
Nam e.
Address  
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“Goodwill is the disposition o f the customer to return to the place where he 
has been well served.”— U .  S. S u p r e m e  C o u r t , M a r c h , 1932.
The President’s Page 
S o m e  E l e m e n t s  i n  a  P r i c e  P o l i c y
by G eorge P rice E llis , C. P . A .
T HE piecemeal development of the NRA price policy1 revealing so startlingly that NRA itself is still groping in the dark even while 
trying to tell industry what to do, is one of the most disturbing aspects 
in our “meddle and muddle” era. Control assumes that there is some 
logical ground for interference; retreat from that position shows the 
difficulty of matching theory and practice. The most acceptable con­
clusion is that there is no magic formula or the resources of government 
would have found i t ; that a practical answer can be found only by process 
of trial and error.
Experimentation begins with a knowledge of past experience and 
with differentiation. It is quite obvious even to the least discerning that 
all industry cannot be lumped together and treated as essentially homo­
geneous. The PEA Blue Eagle experiment showed that business diversity 
is real and fundamental and that tentative indirect price control of that 
character must recognize individual conditions.
Experimentation must also take account of experience. A review 
of industrial history shows that there has never been a perfectly free com­
petition in keeping with our dear tradition. Perfectly free competition 
among equals might have produced a balanced economy such as we desire, 
but never having been attained, we cannot be sure. Instead we have had 
more or less price control for hundreds of years, starting with the guild 
regulation of a fairly stable output, and progressing with changing in­
dustry into indirect control by tariffs, labor bargaining, social legislation 
into our present condition of dynamic instability. Historical experience
1 . R elease No. 5600, June 7 ; R elease  No. 5648, June 8 ; R elease  5682, June 9 ; A dm inis­
tration  Order X-48 o f June 12.
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with price regulation under a stable guild economy holds little guidance 
for us in a totally different modern world.
The fact that underlies the problem of “unfair” pricing is the effect 
of large-scale production upon the market. Price discrimination is in­
herent in our system of mass production. Fair and open acknowledg­
ment of the fact will help us to deal with it; public unwillingness to do 
so has been a contributing cause of the situation in which industry now 
finds itself.
The factors which cause price discrimination are both internal and 
external. Chief among the internal ones is that of heavy fixed costs—in­
vestment so huge that it can only be returned piecemeal by continuous 
operation over a long period of time. Continuous operation is then of 
such prime importance that production at any price is preferable to 
a shut-down. The cost is also “sunk” to the degree that it cannot be 
transferred when the market for the product changes. Neither can it 
be expanded easily when market demand increases. It is fixed both in the 
sense that it is not transferable, and in the sense of semi-rigidity, so that 
initial capacity must be large—larger than any visible demand.
Another internal factor making for price irregularity is the linking 
of joint costs with heavy fixed investment. When the unit cost of any 
joint product cannot be ascertained; when there is pressure constantly to 
expand output, the only possible result is price discrimination.
Finally, there is the geographic factor of scattered producers serving 
a common national market. In this situation, the steel industry evolved 
the basing point system of pricing, as an answer to the tendency of each 
producer to trespass upon the territory of his neighbor. No one denies 
that the basing point system is discriminatory among certain customers, 
but it eliminates cut-throat conditions among producers and a “standard­
ized” discrimination among customers may be preferable to the demoral­
izing alternative.
Externally, the price controversy is tied up with equally difficult 
marketing conditions. The distribution of income is assuming a pattern 
constantly less fluid. Individual whim expressing itself in the desire for 
style and novelty is an unpredictable factor operating against the stand­
ardized low cost product of mass production. It is the last recourse of the 
buyer’s personality against the impersonality of machine-industry.
To reach the buyer’s whim, and at the same time to secure a certain 
sure market for his product, the producer developed brands and trade­
marks; indulged in unlimited advertising. In so far as brands assure a 
certain quality, they have a function; where they represent a breakdown 
of the marketing machinery in which the manufacturer has taken over 
the wholesaling function, or where they are excuse for maintaining price 
rigidity, they enter into any consideration of a sound price policy. The 
problem of price differentials as distinguished from price discrimination 
is a large subject, which can only be explored in the light of qualifying
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experience. One could wish that the F. T. C. record were much longer 
and deeper for the need.
It is not surprising that NRA cannot produce out of the hat a 
smooth and rounded price policy. One does not expect a formula, nor yet 
a universal code. But from public pronouncements, it does not even seem 
headed in the right direction.
N e w l y  E l e c t e d  S t a t e  R e p r e s e n t a t i v e s
(S tates w ithout an election will be reported  next m onth)
1934-35
ALABAMA—
G ilbert F. D ukes, F irs t N ational B ank Building, Mobile.
ALASKA—
E rling  Johansen, P. O. Box 266, Petersburg .
ARKANSAS—
Caddie H . K inard, A rm stro n g  Building, E l D orado.
CALIFORNIA—
W illiam  D olge, 351 C alifornia S treet, San F rancisco .
Jam es E. H am m ond, 111 S u tter S treet, San Francisco.
H arry  B. Mills, 3902 W est S ixth S treet, Los A ngeles.
COLORADO—
W illiam  D. M orrison, F irs t N ational B ank Building, D enver.
CONNECTICUT—
Irv ille  A. May, 367 U nion Avenue, New H aven.
DELAWARE—
A lfred H . Coe, du P o n t Building, W ilm ington.
DISTRICT OF COLUMBIA—
C. V aughan D arby , Pepco Building, W ashing ton .
Jam es B. Grice M unsey Building, W ashington.
FLORIDA—
S. G eorge H ay, B arne tt N ational B ank Building, Jacksonville.
GEORGIA—
Sydney T. Lee, R ealty  Building, Savannah.
IDAHO—
George B. M iddleton, Sonna Building, Boise.
ILLINOIS—
Joseph  H . Gilby, 105 W est A dam s S treet, Chicago.
E ric  Louis K ohler, 1 N orth  LaSalle S treet, Chicago.
George W . R ossetter, 33 N orth  LaSalle S treet, Chicago.
H iram  T. Scovill, 217 C om m erce Building, U rbana.
INDIANA—
H oratio  A. R oney, S tate Life Building, Indianapolis.
IOWA—
F red  J. Peterson, Insurance E xchange Building, D es M oines.
KANSAS—
W illiam  H. M oberly, W heeler-K elly -H agny  Building, W ichita.
KENTUCKY—
Sam  W . Eskew , K entucky H om e Life Building, Louisville.
LOUISIANA—
John A. Peyroux, Jr., A m erican Bank Building, New O rleans.
MAINE—
C hester A. Jordan, F idelity Building, Portland.
MARYLAND—
H arlan  Johnson, C alvert Building, B altim ore.
MASSACHUSETTS—
G eorge L. Bishop, 68 D evonshire S treet, Boston.
Jam es J. Fox, L ittle  Building, Boston.
Edw in L. P ride, 40 C entral S treet, B oston.
MICHIGAN—
T hom as H . E vans, D im e Bank Building, D etroit.
F rancis E. Ross, S tate  Savings B ank Building, A nn A rbor.
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MINNESOTA—
H erm an  C. J. Peisch, B aker Building, M inneapolis. 
MISSISSIPPI—
N elson E. T aylor, B rig h t Building, Greenwood. 
MISSOURI—
P arry  Barnes, Insurance Exchange Building, Kansas City. 
MONTANA—
D ouglas N. W ilson, S train  Building, G reat Falls. 
NEBRASKA—
H enry  C. M oeller, O m aha N ational B ank Building, O m aha. 
NEVADA—
George K. E dler, R eno N ational B ank Building, Reno.
NEW JERSEY—
Charles L. H ughes, 120 G arrison Avenue, Jersey  City. 
T heodore K rohn, 9 C linton S treet, N ew ark.
NEW MEXICO—
R alph A. Shugart, P . O. B ox 426, A rtesia.
NEW YORK—
A lexander S. Banks, 21 W est S treet, N ew  Y ork City.
W alte r N. D ean, 40 R ector S treet, N ew  Y ork  City.
W illiam  J. F o rs te r, 18 E ast 48th S treet, N ew  Y ork  City. 
Charles H echt, 20 E xchange Place, New Y ork City.
Joseph  J. Klein, 19 W est 44th S treet, N ew  Y ork  City.
M artin  K ortjohn, 10 E ast 40th S treet, N ew  Y ork  City. 
Sim on Loeb, 521 F ifth  Avenue, N ew  Y ork  City.
Charles S. M cCulloh, 100 B roadw ay, N ew  Y ork  City.
P rio r Sinclair, 90 B road S treet, N ew  Y ork  City.
N orm an E. W ebster, 50 B roadw ay, N ew  Y ork  City.
John  R. W ildm an, 15 B road S treet, N ew  Y ork  City. 
NORTH CAROLINA—
W illiam  E. Stevens, F idelity  Building, Lenoir.
NORTH DAKOTA—
R oy A. Janz , F irs t N ational B ank  Building, M inot. 
OHIO—
G ordon S. B attelle, 121 W est Second S treet, D ayton. 
W alte r D. W all, 44 W est Gay S treet, Colum bus. 
OREGON—
F ran k  S. H ecox, 4784 S. E . 17th S treet, P o rtland . 
PENNSYLVANIA—
E rn est C row ther, 429 F o u rth  Avenue, P ittsburgh .
Jam es M. C um m ing, U nion T ru s t Building, P ittsburgh . 
E dw ard  P. M oxey, Jr., 1421 C hestnu t S treet, Philadelphia. 
C larence L. T u rner, 1530 C hestnu t S treet, Philadelphia. 
PHILIPPINE ISLANDS—
W illiam  W . L ark in , M asonic Tem ple, M anila.
PUERTO RICO—
E ugenio D. D elgado, P . O. B ox 349, San Juan.
RHODE ISLAND—
John  J. W all, H osp ita l T ru s t Building, Providence.
SOUTH CAROLINA—
M artin  T . Pow ers, B road & C hurch S treets, C harleston. 
SOUTH DAKOTA—
C. O. Q uickstad, G ranite B lock, W atertow n . 
TENNESSEE—
H a rry  M. Jay , B ank of C om m erce Building, M em phis. 
TEXAS—
F ran k  L. W ilcox, L iberty  Building, W aco.
VIRGINIA—
A. Lee Rawlings, L aw  Building, N orfolk. 
WASHINGTON—
Paul R. S trou t, H en ry  Building, Seattle.
WEST VIRGINIA—
Jam es L. Jennings, Peery  Building, Bluefield. 
WISCONSIN—
Carl E . D ietze, 213 W est W isconsin  Avenue, M ilwaukee. 
WYOMING—
T hom as E. R ogers, G reen R iver,
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T h e  F u t u r e  o f  t h e  P r o f e s s i o n
by S i r  L e o n a r d  J. C o a t e s , F.C.A.
A lecture delivered to the Leeds and D istrict 
Chartered Accountants Students’ Association. 
Reprinted from  The Accountant, weekly organ 
The Institute of C hartered Accountants in 
England and Wales.
In  taking stock o f the present position o f 
the accountancy profession and looking 
forward to possible developments, the 
author o f this lecture touches on questions 
of peculiar interest both to students and 
practitioners. H e lays stress on the neces­
sity o f keeping in mind the requirements 
of “the plain man” and suggests closer 
co-operation between directors and audi­
tors. H e discusses the functions o f the 
accountant in various relationships and 
urges the advantages o f further research 
work in accounting.
W E  live in times in which it is no long­er considered to be evidence of 
original sin if we question the views of 
our parents or challenge the right to con­
tinuance of our national institutions. W e 
were assured by a former Prime Minister 
that democracy itself was on trial, and al­
though it may be truer today to say that a 
number of alternatives to democracy are 
being tried, there is no doubt that the pres­
ent is a time in which all institutions how­
ever ancient are being tested and many of 
them remoulded to suit the changing con­
ditions of the world.
I t cannot therefore be said to be inop­
portune for those who are concerned for 
the welfare of the profession, and as stu­
dents you are perhaps the most concerned 
of all, to inquire where the profession 
stands and whither it is tending.
W h a t  d o  w e  M e a n  b y  t h e  P r o f e s s i o n ?
First of all let us ask ourselves what 
exactly we mean by the profession. The 
term “Chartered Accountant” has become 
embedded in the English language, but its 
meaning is somewhat vague and is, I 
think, associated in a general way with the 
compilation of figures and accounts. There 
is also a large number of persons who 
have qualified as Chartered Accountants or 
Incorporated Accountants and who are en­
gaged in various pursuits where account­
ancy plays a part, but who do not follow 
the profession in the sense in which we 
wish to consider it. This distinction is, of 
course, in no way derogatory of the valu­
able work which is being done in many 
spheres outside the profession, and is 
made for the sake of clarity only. It is also 
well to bear in mind that the appellations 
“Chartered,” “Incorporated,” &c., denote a 
quality or fitness rather than a function. 
In seeking an appellation to describe the 
functions associated with the profession we 
cannot, I think, do better than go back to 
the term used by those who petitioned for 
the Royal Charter to our Institute in 1880 
who described themselves as Public Ac­
countants.
I t is not without significance that the 
Treasury panel of auditors under the 
Friendly Societies Acts is described by the 
term “Public Auditors,” or that our op­
posite numbers in the United States have 
chosen the description “Certified Public 
Accountants.”
There are as you will be aware difficul­
ties in the adoption of such a term which 
are connected with the proposals, which 
have so far proved abortive, for the regis­
tration of the profession, but it may be 
that as time softens controversies and leads 
us towards a closer definition of functions, 
the original term “Public Accountant” will 
be found to convey more accurately to the 
public mind the nature of the service which 
the profession renders to the community.
P r o v in c e  o f  t h e  P u b l i c  A c c o u n t a n t
Whilst, however, we are all familiar 
with the services which a Public Ac­
countant performs, and they are many and 
various, it is not so easy to define what is 
his proper and peculiar province surround­
ed as he is by a number of experts claim­
ing to render services which partly over­
lap his own.
There are for instance tax experts, sys­
tems experts, machinery experts, cost ex­
perts, liquidators and trustees who spe­
cialise in particular trades, and last, but
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not least, business experts.
W ith so many claims to specialised 
knowledge it would almost appear that the 
only undisputed sphere left to the Public 
Accountant was that of auditor.
That in fact was the function which was 
mentioned last in the recital of services 
performed by Public Accountants as it ap­
peared in the petition for the Royal Char­
ter in 1880, and it is, of course, the growth 
of joint-stock enterprise which has 
brought it to its present predominating 
position.
But it is also joint-stock enterprise 
which has opened up those other spheres 
to which I have made reference and which 
may be grouped as administrative services.
To what extent these administrative ser­
vices are within the true scope and de­
velopment of the profession and in what 
ways the profession may make its own dis­
tinctive contribution to them we shall be 
better able to consider when we have 
formed our opinion as to what the audit 
of the future will be like.
A u d i t i n g  a n d  t h e  P l a i n  M a n
There are many grounds for thinking 
that we are on the eve of a further de­
velopment of audit practice.
First, there is the doubt which is being 
expressed as to the adequacy of a balance 
sheet alone as the vehicle of information 
to shareholders and creditors, especially 
in the case of companies which are the 
parents of subsidiary companies, then 
there is the recognition that auditors must 
concern themselves to a greater degree 
than formerly with the profit and loss ac­
count, the more stringent view deriving 
from the Companies Act of 1929 as to the 
certification of profits for prospectus pur­
poses, and lastly the vexed question of 
Secret Reserves.
Now, in my opinion, all these problems 
spring from one source, namely the plain 
man, and must be settled by reference to 
him.
Great play has been made with him by 
humorists who profess themselves unable 
to identify him, but he is our master for 
all that and I suggest that in planning our 
course for the future we shall do well to 
study his wishes.
Perhaps amidst the growing complexity 
of business we have been a little unmind­
ful of him, and of the ever-increasing ex­
tent to which he, as shareholder or credi­
tor, is concerned with and dependent upon 
our work. But the fault, if it be a fault, 
is not all on one side and I think it may 
be said fairly that the plain man has not 
always made himself plain enough.
His lot as shareholder has not in recent 
years been a happy one and he is inclined 
to complain that accounts presented to 
him are not informative enough. But audi­
tors are not the only persons concerned in 
the presentation of accounts, nor as such 
are they the authors of them. And in con­
sidering how much information should be 
given directors must take into account 
very serious considerations affecting the 
interests of the business, such as the need 
for secrecy and the withholding of infor­
mation likely to be of value to competitors.
There is a disposition in some quarters 
to make light of this demand for secrecy 
at the present time, but it appears to me to 
be inherent in the system of private enter­
prise. No doubt the demand can be pressed 
too far but if it is to be relaxed it must be 
relaxed with discretion.
The plain man is therefore in this diffi­
culty that when he appears at the annual 
meeting of his company to receive an ac­
count from his stewards, the directors, he 
is not a plain man at all but a multitude 
and it is impossible to be confidential with 
a multitude.
But the plain man must be served and 
the solution, I think, lies in a more inti­
mate audit and a closer co-operation be­
tween directors and auditors.
I am aware that the word “co-operation” 
may be regarded as inappropriate to the 
position of auditor as we have understood 
it in the past, and that he has been de­
scribed in a legal judgment as the “watch­
dog of the shareholder.” But metaphors 
are sometimes misleading and I have al­
ways felt that this one with its implication 
of either limited intelligence or a very 
limited purpose did less than justice to our 
position.
I am not, of course, suggesting that the 
auditor should take a share of responsibil­
ity for management but if he is to assume 
the additional discretion and responsibility 
which in my view the plain man will put 
upon him, he must enter more closely into
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the life of the business and understand the 
aims and policy of the directors if he is 
to be able to co-operate with them in 
presenting a true view of its progress to 
the shareholders.
A c c o u n t a n c y  a s  a  D i s t i n c t  S c i e n c e
I t  there is any substance in this view 
it would appear that more attention will 
be given to the development of account­
ancy as a distinct science.
In the course of your studies you will 
read a great deal of law including the law 
merchant, statute law and case law. It is 
to-day more necessary than ever that you 
should do so. And you will find that the 
law merchant was largely a recognition of 
customs and usages already existing and 
you will observe the gradual development 
of the law relating to companies.
But I would ask you to bear in mind 
that the law follows and does not lead pub­
lic opinion. Sometimes it follows to cor­
rect malpractice, but more often, one hopes, 
to recognise established custom and that 
rather elusive thing which we call “the best 
practice,” wh ich is a step or two in ad­
vance of the law.
This is, of course, no derogation of the 
legal point of view, but an invitation to 
relate your problems in accountancy not 
merely to the legal standard but also to a 
separate accountancy standard and science. 
A good example of the difference between 
the two standards or conceptions is the 
consolidated balance sheet, which is quite 
outside the legal conception of a balance 
sheet, but may prove to be the only satis­
factory means of expressing the accoun­
tants’ conception of a relationship of in­
terdependence.
If, however, we are to develop the 
science of accountancy, and you will re­
member that one definition of a science 
is that of “ formulated and systematic 
knowledge,” we must, I think, give greater 
attention to the need for research.
R e s e a r c h
In this matter of research students can,
I think, help because it is in student days 
that the habit is formed which carries 
on in after life.
One very valuable line of research would 
be the compilation of a glossary of accoun­
ting terms. Another would be the study
of the legal conception of profit in various 
enactments.
But I suggest that there is a growing 
need for the organisation of research and 
for the formulation of authoritative views 
as the result of such research.
The Council of the Institute has been 
hampered in this respect by the fact that it 
is by constitution the judge of professional 
conduct and therefore presumably pre­
cluded from expressing opinions on mat­
ters in which it might also be the arbiter.
But the need remains and has been par­
tially recognised in the recent institution by 
the local Societies of Chartered Accoun­
tants of Advisory Committees.
The present method of more or less 
sporadic expression of individual opinion 
in addresses or in the Press is inconclusive 
and often requires considerable courage. 
The address on “Investors and Balance 
Sheets” which was given by my friend, 
Mr. A rthur Haslam, F.C.A., of Walsall, 
in 1924 is a case in point.* There is very 
little doubt that it was at variance with 
the views of the profession generally at 
that time but if you will take the trouble 
to read it I think you will be struck by 
the extent to which it anticipated the views 
of to-day and in my opinion insufficient 
recognition has been given to the service 
which he rendered.
T h e  A t t it u d e  o f  t h e  A u d it o r  
But if our audit is to be more intimate 
and co-operative what is the change of 
attitude which we contemplate ? That ques­
tion can, I think, be answered very short­
ly by saying that we must pass from the 
snapshot to the movie, from vivisection to 
diagnosis, from the study of still-life to the 
study of motion.
Not long ago I had the opportunity of 
a frank and friendly discussion with a 
business expert of high standing as to our 
respective spheres, and I asked him what 
was his attitude and approach to a busi­
ness which he was invited to investigate 
and help. He said “ I regard a business 
as I would the engine of a motor car and 
I ask myself the question ‘How does it 
tick over ? ’ ”
Now the genuine sphere of the business 
expert so far as my observation goes is 
*Published in The Accountant of 29th March 
1924.—E d .
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a much more limited one than ours and 
has been most successfully demonstrated 
in matters of selling policy and advertis­
ing, but have we not something to learn 
from such an approach to a parallel prob­
lem ?
I do not suggest that you should be an 
engineer or a chemist in order that you 
may become a better accountant. These 
professions represent entirely separate 
spheres and mental attitudes from that of 
the accountant and in my opinion they 
cannot be blended. N or is the accountant 
a woolen m anufacturer or an ironfounder 
or a railwayman.
His main function is the ascertainment 
and presentation of facts relating to indus­
try and commerce, but I suggest that the 
more clearly he can see the business 
through the eyes of those engaged in it or 
it may be of those engaged in that kind of 
business—the better he will perform his 
functions.
F r a u d
There is, however, a practical considera­
tion involved in any suggestions for a 
more intimate audit and that is the ques­
tion of the time involved.
I would therefore ask you to consider 
how much of the time we expend at 
present upon audit work is directed to the 
prevention of fraud. And is it not the 
case that our usual methods of detection 
and check are laborious methods of ex­
haustion ?
Now I suggest that if you will classify 
the various kinds of fraud of which you 
have knowledge you will find that most if 
not all of them involve an absurdity.
Sometimes the absurdity is so crude, as 
in the case of unstamped insurance cards, 
that a physical examination would reveal 
it at any time. But in less obvious cases 
do we not frequently find that the effect 
upon the revenue account is such that a 
sufficiently close examination of the reve­
nue account in the light of cost accounts 
or other practical standards would reveal 
the absurdity or at least present such an 
abnormality as to arouse our suspicions.
May it not be, therefore, that if our 
audit concerns itself to a greater degree 
with the practical standpoint of those who 
control the business we may find an even 
better means of detecting fraud than the
exhaustive examination of invoices and 
vouchers.
It is, I think, questionable whether the 
detection of what I may call internal fraud 
is not an administrative service rather than 
an integral part of an audit proper. Cer­
tainly in the case of very large concerns 
it is recognised as such and we content 
ourselves, as indeed we must, with assur­
ing ourselves that the systems of internal 
check and internal audit are adequate and 
efficiently conducted.
The important thing is that there should 
be no misunderstanding as to what we are 
undertaking to do, and from this point of 
view there is much to recommend the 
course adopted recently by the New York 
State Society of Certified Public Account­
ants who issued to the public a statement 
described as a Tentative Classification of 
Accountancy Services.*
In this statement the services which a 
public accountant normally renders were 
divided under six headings, the first five 
of which were devoted to the definition of 
various degrees or classes of audit.
There are no doubt differences between 
conditions here and in the United States 
and I do not suggest that the classification 
in question would necessarily suit our re­
quirements, but the method has the double 
advantage of insuring that the plain man 
is left in no doubt as to what the profes­
sion is attempting to do and that the indi­
vidual members of the profession are 
authoritatively informed of the attitude of 
the profession generally.
A d m i n i s t r a t i v e  S e r v ic e s
I referred earlier to the administrative 
services such as those in relation to cost­
ing, taxation, &c. which have given rise to 
separate bodies of experts, but as regards 
which I suggested that the profession 
might have its own distinctive contribution 
to make.
As regards costing very valuable work 
has been done, some of it by members of 
the profession, in evolving a technique of 
costing and in the formulation of principles 
of general application.
But we have learned, especially in the 
times of depression through which we have
*Published in The Accountant of 15th April 
1933—E d .
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been passing, that it is very difficult to be 
absolute about costing and that not only 
are its results relative to the position of 
the individual business but that the element 
of estimation which enters into nearly all 
costs may fluctuate very rapidly with a 
change in physical conditions.
You have no doubt heard of the manu­
facturer who after delivering a lecture 
upon the means by which costing could 
be organised so as to place upon his table 
at 10 o’clock each morning the costs of the 
day before, invited observations. W here­
upon another m anufacturer explained that 
his difficulty was to know what to do with 
the costings when he received them.
There was, I think, as much common 
sense as wit in that reply and I have 
quoted it because it seems to me to point 
to the direction in which the accountant, 
with his closer understanding of the life 
of the business as a whole, may find a 
sphere of utility beyond that of the tech­
nician but embracing it.
As regards taxation, I am not unmind­
ful of the fact that our chairman, Mr. 
Walton, is one of the leading authorities 
on this subject, and has done a great deal 
for successive generations of students in 
guiding them through its complexities.
He will, however, I think agree that the 
plain man is insistent in his demand for 
the simplification of the income-tax and 
that it is one of the canons of taxation 
that it should be simple and understand­
able.
But if you will examine the main causes 
of the complexity of our tax code in this 
country, which after all is the best in the 
world, you will find, I think, that in the 
main it arises from a number of conven­
tional ideas which have been set up by the 
tax gatherer for his own convenience but 
which are not only arbitrary but in direct 
conflict with reality.
Take, for instance, the absence of even 
the word “depreciation” from the code, 
the denial of depreciation of buildings, 
leaseholds or patents, and the foundation 
of the whole code upon income and not 
upon profits and the consequent assess­
ment to tax of the surplus receipts from 
a mine, although they may be and often 
are in part at any rate a return of capital.
O f course the civil servant is very
anxious to assure us that where he has 
adopted a convention which is untrue, as 
in the m atter of the depreciation of build­
ings, he has adopted another which is also 
untrue, viz. a fictitious annual value, to 
correct the untruth and that in the net 
result the taxpayer is fairly dealt with.
But it is not always so easy to correct 
an untruth and so one convention is piled 
on another until the tax gatherer is dis­
covered to be speaking a language of his 
own which the plain man does not under­
stand.
The way back to greater simplicity in 
my opinion is by insistence upon the recog­
nition of those conceptions of income and 
capital, profit and loss which the account­
ant has derived from long and wide ex­
perience and which he refers to in terms 
which the plain man understands.
The true function of the accountant in 
relation to taxation is that of advocate and 
not of judge, but good advocacy may ex­
pose the weakness of the law and I suggest 
that by a stronger insistence upon the ap­
plication to taxation of the science of ac­
countancy which it has evolved, and will 
continue to evolve, the profession may 
render an outstanding service to the com­
munity.
A u d i t  o f  L o c a l  A u t h o r i t i e s ’ A c c o u n t s
I have so fa r referred to the future of 
auditing mainly in connection with the 
audit of joint-stock companies, but there 
is another field in which its utility is be­
coming increasingly recognised, viz. the 
audit of the accounts of local government 
authorities.
This is a wide subject deserving of 
separate consideration and it is only possi­
ble to glance at it tonight.
The comparisons which it affords with 
company practice are illuminating, mainly 
because in this sphere the public account­
ant, or the professional auditor, as he is 
usually called, has had a privileged rival 
in the district auditor who is a civil ser­
vant, and also because his functions so far 
as the general statutes are concerned are 
almost without any legal definition at all.
The privilege of the district auditor is 
his right of surcharge, but although I have 
described it as a privilege it is in my 
opinion a very doubtful one and certainly 
not one which I would wish the public or
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professional auditor to share.
The ranks of district or government 
auditors were in earlier years recruited 
very largely from members of the bar, and 
for this there was a very sound reason 
in the fact that the audit was principally 
an audit as to legality, that is to say, to 
assure the central authority that the ob­
jects upon which expenditure had been in­
curred by local authorities were objects 
duly authorised by Parliament.
To such an audit by a Government of a 
Government the power of surcharge may 
have been appropriate though political 
economists might differ as to that.
W hat is not, I think, sufficiently realised 
is that the basic conception of the Govern­
ment audit was to ensure that money was 
not spent upon illegitimate objects and not 
in any sense to assist the local authority 
in securing the best methods of financial 
control in the expenditure of money on 
legitimate objects or in the collection of 
revenue or the management of trading 
undertakings.
In practice the district auditors have 
given an increasing amount of attention 
to such matters, as indeed the occurrence 
of frauds from time to time has com­
pelled them to do, and the training of their 
personnel has altered accordingly.
But it is because of the professional 
auditor’s current experience of commercial 
affairs and the practical assistance which 
he is thereby enabled to render that his 
employment in this sphere has been so 
much extended and will, I think, be ex­
tended further.
It is important to observe, however, that 
there is still an absence of definition of the 
auditor’s functions and that the character 
of the professional audit has been devel­
oped by the practice of individuals and 
by the terms of contract between the local 
authority and its auditors.
W hat was originally little more than an 
examination of vouchers has developed in­
to something much more intimate, and it 
is now by no means uncommon for the 
terms of appointment to require him to 
report upon any matters to which in his 
opinion the attention of the Finance Com­
mittee should be directed.
A u d i t  o f  t h e  N a t i o n a l  A c c o u n t s
This freedom of scope and the judicious
utilisation of it finds a striking parallel in 
the audit of the national accounts by the 
Exchequer and Audit department headed 
by the Comptroller and Auditor General.
Unlike the district auditor the Comp­
troller and Auditor General is not a judge 
but is an officer of Parliament and reports 
to Parliament through the Public Accounts 
Committee of the House of Commons.
The matters with which he may concern 
himself and the degree to which he may 
pursue his inquiries are within the juris­
diction of Parliament alone, and the ex­
pansion of his scope over a long period of 
years has been governed by the encourage­
ment or discouragement of the Public Ac­
counts Committee and of Parliament itself.
This expansion may be studied in the 
proceedings of the Public Accounts Com­
mittee and in the reports of that Committee 
to Parliament. They are particularly in­
structive, not only in the example they 
afford of progressive initiative by the ex­
chequer and audit department in directing 
their activities so as to suit changing con­
ditions, but also because in the committee 
the auditor is directly confronted with the 
department upon whose accounts he has 
reported, and the claims of the executive 
to freedom of discretion in matters of 
policy have been examined over a wide 
range of cases.
Whilst, however, these claims have in 
the main been upheld the exchequer and 
audit department has been encouraged 
to examine with progressive intimacy the 
means adopted for carrying out the deci­
sions or policy arrived at by the executive 
and this encouragement has extended to 
the examination and criticism of methods 
of contracting for services and supplies.
The system of control by Parliament is 
a happy one, especially in this, that the 
auditor is brought into direct touch with 
the representatives of the plain man whom 
he is endeavouring to serve, and if the 
expansion of scope has been gradual and 
due in the main to the efforts of the 
auditor to serve the plain man more fully 
and intelligently may we not find in this 
an inspiration and an example for our own 
guidance.
C o n c l u s i o n
In conclusion let me say that I am con- 
( Continued on Page 448)
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T h e  R e l a t i o n  o f  a  C o s t  A c c o u n t a n t  
t o  t h e  N R A  C o d e s
Address delivered by Dr. H erbert F. Taggart, C.P.A., (M ich.) Associate P rofessor o f 
Accounting, University of Michigan, and Cost Accountant, Research and Planning Division, 
National Recovery Administration, at the fifth  annual W harton A lum ni Institute o f Business, 
in Logan H all, University o f Pennsylvania, Thursday afternoon, M ay  17. This address 
form ed part o f the round table conference on Accounting Problems under Business Recovery.
WH E N  the N. I. R. A. gave the Presi­
dent power to impose “requirements 
for the making of reports and the keeping 
of accounts,” when it banned “unfair com­
petitive practices” and indicated that “de­
structive price cutting” was one of them, 
and when the codes of fair competition 
almost from the first, provided for uniform 
systems of accounting for industries and 
specified that selling products or services 
below cost was destructive price cutting, 
accountants began to sit up and take notice. 
Two days before the act was signed the 
National Association of Cost Accountants, 
assembled in their 14th International Cost 
Conference, sidetracked the technical dis­
cussion scheduled for one of their sessions 
and devoted an afternoon to “The National 
Industrial Recovery Act and W hat It 
Means to the Accountant.” All those 
present must have swelled with pride and 
joy when Colonel Nelson B. Gaskill, the 
principal speaker, told them, “Your posi­
tion in the great movement which dates 
from today is that of a vital leadership.” 
It is not difficult to understand what Asso­
ciation President Bullis had in mind when 
he referred to “these golden days.” Many 
a cost accountant must have felt that at 
last his status was to be changed from that 
of a poor relation, a sort of necessary evil, 
to that of cock of the walk. The N. I. 
R. A. was going to do for cost accounting 
what the income tax law had done years 
before for general accounting.
The N. I. R. A. does not, of course, 
constitute the first time that accounting 
has been given recognition as a means of 
facilitating the relations of government to 
private industry.
One needs only to point to the uniform 
accounting systems devised by the In ter­
state Commerce Commission and the sev­
eral State utilities commissions for rail­
roads and utilities. The several Revenue 
Acts enacted since 1913 have in effect re­
quired all taxpayers and potential taxpay­
ers to keep such records as would make 
possible an accurate determination of the 
liability for income taxes. 
Prior to the N. R. A., however, cost ac­
counting in the industrial sense has, with 
few exceptions, been thought of as strictly 
a private matter. Its primary use has been 
as a guide to management in the internal 
control of business operations. Cost ac­
counting has been used very little as an 
instrument of public control. The excep­
tions, however, are interesting and impor­
tant.
1. Railway and Public Utility Rate 
Cases. In setting rates for railways and 
public utilities the cost of doing business 
is of paramount importance. Cost account­
ing in the industrial sense, however, has 
not played an important role. Rather, the 
total cost of doing business has been as­
certained on the historical basis. This in­
formation has been supplemented, wher­
ever necessary, by special cost studies in 
cases where specific rates for particular 
classes of service were in question.
The Interstate Commerce Commission 
has for a considerable time required the 
railroads to collect statistics intended to 
facilitate the division of operating costs 
between passenger and freight service. A 
few years ago somebody conceived the idea 
of forcing the railroads to install very 
elaborate and detailed schemes of continu­
ous cost accounting, quite analogous to the 
methods used in some industrial concerns, 
for the purpose of ascertaining with com­
plete exactness the separate costs of han­
dling different classes of traffic and in par­
ticular of transporting specific commodities 
over varying distances. The expectation 
was that costs so determined would fu r­
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nish a sound economic foundation for mak­
ing specific rates. The Interstate Com­
merce Commission took the idea seriously 
enough to hold a long series of hearings 
and to compile large volumes of testimony. 
But apparently the arguments against the 
scheme were found to outweigh those for 
it, since nothing has been done along the 
line desired by its proponents.
2. Patent Cases. Suits for damages for 
infringement of patent rights generally in­
volve the determination of the profits made 
by the infringer as the result of his act. 
Such investigations require detailed cost 
studies of a highly specialized character, 
and books have been written on the ac­
counting problems involved.
3. The Federal Trade Commission and 
Unfair Competition. Since the cost ac­
counting problems raised by the codes are 
almost entirely concerned with the rules of 
fair trade practice, a study of the previous 
attempts to define fair competition is of 
considerable importance. The Federal 
Trade Commission Act, approved by the 
President on September 26, 1914, forbids 
“unfair methods of competition in com­
merce." It does not, however, specify the 
nature of the acts which it forbids but 
leaves it up to the Commission and the 
courts to determine whether or not par­
ticular acts complained of are in fact un­
fair methods of competition. 
The Clayton Act, approved on October 
15, 1914, defined certain practices as being 
unfair methods of competition. Among 
these the most important for the present 
purpose is something called “price discrim­
ination” which is described in Section 2. 
This section reads in part as follows:
“That it shall be unlawful for any per­
son engaged in commerce, in the course 
of such commerce, either directly or in­
directly to discriminate in price between 
different purchasers of commodities . . . 
where the effect of such discrimination 
may be to substantially lessen competi­
tion or tend to create a monopoly in any 
line of commerce: Provided, That noth­
ing herein contained shall prevent dis­
crimination in price between purchasers 
of commodities on account of differences 
in grade, quality, or quantity of the com­
modity sold, or that makes only due al­
lowance for difference in the cost of sell­
ing or transportation, or discrimination 
in price in the same or different com­
munities made in good faith to meet 
competition: . ."
Although this law says nothing about 
cost accounting and does not forbid sales 
below cost, it is important to notice that 
differences in price between purchasers of 
commodities may be justified on the basis 
that they merely make “due allowance for 
difference in the cost of selling or trans­
portation.”
A study of the cases arising under the 
Federal Trade Commission and Clayton 
Acts gives little indication that either Con­
gress, the Commission, or the courts are 
of the opinion that selling below cost, in 
and of itself, constitutes unfair competi­
tion. In the Mennen case, decided in 1923, 
the court quotes the Judiciary Committee 
of the House as having aimed Section 2 
of the Clayton Act solely at price discrim­
ination between localities for the purpose 
of driving out competition.
The report of this committee dwells on 
the
“practice of great and powerful com­
binations engaged in commerce . . .  to 
lower the prices of their commodities, 
oftentimes below the cost of production, 
in certain communities and sections 
where they have competition, with the 
intent to destroy and make unprofitable 
the business of their competitors . . .” 
The practice condemned, it is evident, 
was not that of selling below cost but of 
selling at low prices, regardless of cost, in 
certain localities in order to destroy com­
petition in those localities.
In 1918 the Commission ordered Sears 
Roebuck and Company to stop selling 
sugar below cost. I t was alleged that 
Sears had sold $780,000 worth of sugar 
on which it had lost $196,000. Sugar had 
been used as a loss leader to the deception 
of customers and the detriment of com­
petitors. The court which reviewed the 
order, however, thought it too sweeping 
and modified it so that it prohibited, not 
sales below cost, but sales below cost ac­
companied by false representations that 
the company was in a position to buy and 
sell sugar more cheaply than its competi­
tors. The court remarked that it could 
“find in the statute (The Federal Trade
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Commission Act) no intent on the part 
of Congress, even if it has the power, to 
restrain the owner of property from 
selling it at any price that is acceptable 
to him or from giving it away.”
The cost referred to in this case is ap­
parently invoice cost, or the purchase price 
of the sugar itself, without regard to cost 
of doing business. Cost accounting can­
not, therefore, be said to be involved, but 
the principle established is of interest, 
nevertheless.
In the Mennen case, previously referred 
to, the complaint was that the Mennen 
Company sold goods to wholesalers and to 
retailers at differing rates of discount re­
gardless of quantity purchased. This, it 
was contended, constituted price discrim­
ination within the meaning of Section 2 
of the Clayton Act. The court dismissed 
this contention without making any inquiry 
into whether or not as a matter of fact the 
price differential was justified by differ­
ences in the cost of selling or transporta­
tion. If an investigation of this matter 
had been made, it would have marked an 
important point in the history of cost ac­
counting, since at that time almost nothing 
had been done in the way of careful and 
scientific analysis of the costs of selling 
and distribution.
In  the current Federal Trade Commis­
sion investigation of the contract under 
which Sears Roebuck and Company pur­
chases its tires from Goodyear, the latter 
company has presented a large number of 
exhibits in the form of cost analyses to 
prove that its product is not sold to Sears 
at a loss, with the contention that as long 
as cost is covered no act of unfair com­
petition has been committed. The Good­
year figures show a much lower cost for 
the tires sold to Sears than for tires of 
admittedly equal quality sold to dealers. 
The factory costs are almost identical, but 
Goodyear imputes almost no selling ex­
penses to the Sears product and a rather 
small amount of general administration. 
The contentions of the Goodyear Company 
are attacked on two grounds, one that the 
cost figures do not present a true picture 
of the situation, and the other that, even 
if they do, the contract puts Sears Roe­
buck in such an advantageous position as 
compared to its competitors that they are
rapidly being destroyed. This, of course, 
would tend to result in monopoly and 
would obviously be contrary to the spirit 
of all anti-trust legislation. This case rep­
resents up to the present time by far the 
best example of the application of an ad­
vanced type of industrial cost accounting 
and cost analysis to a problem of public 
control of industry.
The National Industrial Recovery Act, 
which received the approval of the Presi­
dent on June 16, 1933, provides for codes 
of fair competition for trades and indus­
tries. These codes according to the act 
“shall be the standards of fair competi­
tion . . . Any violation of such standards 
  in any transaction in or affecting inter­
state or foreign commerce shall be 
deemed an unfair method of competition 
in commerce within the meaning of the 
Federal Trade Commission Act . . .” 
The elimination of unfair competitive 
practices is one of the primary purposes 
of the act. Nowhere, however, does the 
act declare selling below cost to be unfair 
competition, although it gives the Presi­
dent power to make requirements for the 
making of reports and the keeping of ac­
counts, and in Section 4 (b) “destructive 
price cutting” is mentioned as an activity 
“contrary to the policy of this title.” The 
fact that Section 4 (b) happens to be the 
so-called licensing provision which expires 
on June 16, 1934, does not change the fact 
that it was evidently the intention of Con­
gress to include destructive price cutting 
as one of the unfair competitive practices 
at which the act was in part aimed. De­
structive price cutting, however, is nowhere 
defined.
The first code of fair competition, that 
for the cotton textile industry, which was 
approved 23 days after the approval of the 
act itself, mentions destructive price cut­
ting but does not attempt to do anything 
about it. The Cotton Textile Industry 
Committee is empowered to present to the 
Administrator recommendations
“as to the keeping of uniform accounts 
as may be required to secure the proper 
observance of the code and promote the 
proper balancing of production and con­
sumption and stabilization of the indus­
try and employment.”
Its recommendations may also include
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“the setting up of a service bureau for 
accounting and other purposes to aid the 
smaller mills in meeting the conditions 
of the emergency and the requirements 
of this code."
Further recommendations may be made 
with regard to
“methods and conditions of trading, the 
naming and reporting of prices which 
may be appropriate to avoid discrimina­
tion, to promote stabilization of the in­
dustry, to prevent and eliminate unfair 
and destructive competitive prices and 
practices.”
All this does no more than the act itself 
toward defining what destructive prices 
may be.
The second code, that of the shipbuild­
ing and ship repairing industry, approved 
July 26, 1933, declares it an unfair method 
of competition “to sell any product or ser­
vice below the reasonable cost of such 
product or service.” This definition of 
destructive price cutting, or a similar one, 
was eagerly seized upon by the proponents 
of a considerable majority of the more 
than 400 codes which have been approved 
to date.
No sooner had this apparently innocent 
rule been concocted than a myriad of ques­
tions arose as to its meaning and effect. 
Opinions ranged all the way from the 
naive concept that it simply meant that 
from now on it would be a crime to do 
business at a loss to the cynical claim that 
the provision is meaningless since it is im­
possible to determine cost. Some sincerely 
contended that it was and always had been 
morally wrong to sell goods or services 
below their cost; others sincerely felt that 
no justifiable reason could be found for 
interfering between the owner of property 
and its prospective buyer, assuming that 
fraud, coercion, and similar practices are 
eliminated. The Consumers’ Advisory 
Board felt sure that this provision, coupled 
with open price provisions, spelled the de­
mise of competition. The Research and 
Planning Division pointed out that high 
prices meant decreased demand, reduced 
production, and a slowing up of recovery.
To some, the situation seemed very sim­
ple. No one could sell below cost; every­
one must know his costs; such costs must 
be determined on a uniform basis—other­
wise the rule was meaningless; everyone 
must have a uniform accounting system ; 
after the system was installed, the costs 
so found would be the basis for price mak­
ing ; the accountant’s voice, formerly cry­
ing unheard in the wilderness, would be 
the voice of a dictator—it must be listened 
to in order to keep out of jail. This was 
surely a prospect to hearten the entire pro­
fession. W hat had been attempted for 
many years under trade association aus­
pices, with many rebuffs and discourage­
ments, had been done overnight by the Re­
covery Act and the codes.
These optimists lost sight of just one 
th ing : for the first time in history cost 
accounting had become a law. W hat may 
be entirely right and proper on a voluntary 
basis may be quite otherwise when it be­
comes compulsory.
The temptation to draw a comparison 
between this and the temperance-prohibi­
tion situation is almost irresistible.
A  torrent of problems relating to defini­
tion, procedure, administration, and en­
forcement descended upon the Administra­
tion. So troublesome had the matter be­
come just before the Code Authority Con­
ference in March, that General Johnson 
demanded, as the second of the twelve 
points in which the codes needed strength­
ening and improvement, “A more effective 
rule on costs for the purpose of maintain­
ing rules against sales below costs of pro­
duction.” At this Conference Mr. A. D. 
Whiteside, then a Division Administrator, 
took part of the blame for that which had 
gotten into the shipbuilding Code and 
started all the trouble.
“Now do not repeat this,” he said, “I 
wrote into the Code and said no ship­
builder or no member of this Code, 
whatever style we used, can sell a ship 
below the reasonable cost. I will tell 
you why I said that. The word 'reason­
able’ has great elasticity, and when we 
find out what a ship costs, it is going to 
be just about three years from the day 
you give your price.”
The implication was that the provision did 
no harm in the shipbuilding code because 
of its obvious impracticability. It had set 
a precedent, however.
Some of the problems raised by prohibit­
ing sales below cost are reflected in the
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evolution of the prohibitory clauses. In 
writing the clause for the shipbuilding 
code, Mr. Whiteside recognized the neces­
sity of defining cost. For purposes of the 
code he defined cost as
“the cost of direct labor plus the cost of 
materials plus an adequate amount of 
overhead, including an amount for the 
use of any plant facilities employed.” 
These elements of cost were to be
“determined by cost accounting methods 
recognized in the industry and approved 
by the Committee constituted for the 
enforcement of this Code.”
Code No. 4, that for the electrical in­
dustry, did not define cost, but specified 
that it should be
“determined in accordance with the uni­
form and standard method of costing . . . 
to be approved by the Board of Gov­
ernors or Executive Committee of N a­
tional Electrical M anufacturers Asso­
ciation.”
This costing system was to be a supplement 
to the uniform accounting manual of the 
electrical industry, previously developed as 
a trade association activity. This plan dif­
fers from that of the shipbuilders in that 
the desirability of uniformity in cost-find­
ing methods is recognized. Each ship­
builder, apparently, might find costs to suit 
himself, as long as his methods met with 
the approval of the supervisory Committee. 
Furthermore, although it may be inferred 
that every shipbuilder must keep accounts, 
the electrical code specifies that
“every employer shall use an accounting 
system which conforms to the principles 
of and is at least as detailed and com­
plete as the uniform and standard meth­
od of accounting set forth in the Sixth 
Edition of the Manual of Accounting, 
prepared and published by the National 
Electrical M anufacturers Association, 
and a costing system which conforms to 
the principles of and is at least as de­
tailed and complete as the standard and 
uniform method of costing.”
The electrical code also meets one of the 
earliest and most fundamental objections 
to prohibiting sales below cost by provid­
ing “that selling below cost to meet exist­
ing competition shall not be deemed a vio­
lation” of the code.
Without this exception, it was con­
tended, high-cost producers would be au­
tomatically barred from the market if low- 
cost producers were able and willing to 
supply the demand at a price, including a 
moderate profit, less than the high-cost 
producers’ cost. This result would so 
hasten the action of economic laws as to 
be highly painful, and hardly conducive to 
recovery. However desirable it may be to 
eliminate inefficient producers in the long 
run, it is hardly consistent with a program 
which seeks to maintain and increase cur­
rent employment.
Code No. 9, that for lumber and timber 
products, provides for the establishment of 
minimum prices on the basis of “current 
weighted average cost of production.” 
This is the first provision of this sort and 
has been followed by a very few other 
codes. Notably that of the lime industry. 
The very controversial minimum price pro­
vision in the cleaning and dyeing code does 
not refer to cost as a basis for price set­
ting.
Most of the cost provisions in the codes 
follow very much the lines of those already 
cited. Early in the current year Colonel 
Robert H. Montgomery was temporarily 
in charge of the Division of Research and 
Planning. One of the chief results hoped 
for from his connection with the National 
Recovery Administration was a more 
workable cost rule than any which had yet 
been devised. Colonel Montgomery’s opin­
ion as to the provisions which had been in­
cluded in codes was well reflected by his 
address at the recent annual meeting of 
the Chamber of Commerce of the United 
States, in which he sa id :
“In my opinion a uniform cost formula 
is impracticable because there are too 
many unknown and unknowable factors 
to produce an accurate result.
“In school we were told that in an equa­
tion we could have no more than one 
unknown factor or an accurate result 
would be impossible. The proponents 
of a uniform cost formula hand us from 
three to thirty unknown factors and ask 
us to produce a figure which we will use 
not only as a basis for fixing sales fig­
ures but the figures may be used as a 
limit below which you must not sell or 
you will go to jail.”
He recognized the desirability of encour­
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aging the use of cost accounting as a meth­
od of internal control, and was of the 
opinion that provision should be made in 
the codes to this end, but he insisted that 
destructive price cutting could not be elim­
inated by prohibiting sales below cost. He 
sponsored a new rule which provided, in 
brief, that in periods of emergency no one 
should sell below the “lowest reasonable 
cost” of the article or service in question. 
His intention was that the procedure 
should be to wait until a complaint was 
received that a member of the code was 
indulging in destructive price cutting and 
then to investigate that particular com­
plaint in order to determine whether or 
not it was justified. Each complaint was 
to be handled on the same basis. No uni­
form cost formula or uniform method of 
procedure was to be adopted. All facts 
were to be taken into consideration includ­
ing costs, competitors’ prices, the economic 
condition of the industry, the financial his­
tory and condition of the member com­
plained of, and all other pertinent data. 
However sound such a program may be 
theoretically, it seems, practically speaking, 
to be suited only to a more leisurely type 
of control than that which the N. R. A. 
contemplates. It might be satisfactory for 
Federal Trade Commission purposes, but 
the flood of complaints which would de­
scend upon the N. R. A., all demanding an 
immediate settlement, would overwhelm 
the organization.
Nevertheless, the code clause promoted 
by Colonel Montgomery has been adopted 
in a number of codes but the procedure 
contemplated is quite different from that 
which he contemplated. The Code Au­
thority, with the advice and consent of the 
Administrator, proceeds to determine in 
advance the “lowest reasonable cost” of 
the commodities or services which the in­
dustry produces. These costs are pro­
claimed to the industry and become mini­
mum prices below which no one shall sell 
except in case of distress or in certain 
other circumstances.
At the present time a somewhat differ­
ent idea is being advocated. Two rules are 
set up, one to be the basis for procedure 
in what might be termed “normal” times 
and the other an emergency provision 
which follows very much along the line of
the provision just described. The normal 
provision does not prohibit sales below cost 
but specifies that uniform methods of cost 
accounting and cost estimating shall be es­
tablished. If  a member of the industry is 
accused of destructive price cutting, he 
may base his defense either on the ground 
that the price complained of is justified by 
existing competition, or that it is his only 
means of disposing of dropped lines or 
distress goods, or that he
“has in good faith endeavored to make 
proper use of the announced cost esti­
mating methods.”
How this kind of provision will work out 
it is, of course, impossible to say.
Some of the questions and problems 
arising out of the program for eliminating 
destructive price cutting have already been 
indicated. It may be well, however, to 
recite a list of these questions for the pur­
pose of indicating the detailed problems 
with which the Administration has had to 
deal. To some of these questions I shall 
indicate a partial answer but the answers 
to most of them will have to be left for the 
time being to imagination, either because 
they have not been answered or because a 
statement of the answers and the reasons 
therefor would fill several volumes.
The most fundamental question of all 
is—W hy forbid sales below cost? The 
answer to this, in part, is given by the 
representatives of industry who may be 
quoted in the following w ords:
“W e have given you wages and hours, 
now give us cost protection. O ur mem­
bers are not interested in the code with­
out something in it for them.” 
Although there is some question as to 
the validity of this type of argument, there 
is no doubt that the members of industry 
believe in it and that this viewpoint can 
not be entirely ignored.
The second question, a very obvious one, 
a question which involves a whole series 
of subsidiary questions, is—W hat is cost? 
I  shall make no attempt to answer that.
The third question is—How is cost to 
be determined? In most codes that is 
answered in part by the provision for the 
development and adoption of a uniform 
cost accounting system which is to be util­
ized by each member of the industry in 
finding his own costs. This is by no means
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a final answer, however, since it depends 
on an affirmative answer to the question— 
Can cost be determined ? Although this 
surely can be done well enough for prac­
tical purposes in many cases, he would 
be a rash man indeed who would claim that 
it can be done well enough for legal pur­
poses in all cases and under all conditions.
A related question is—When is cost to 
be determined? This is most important, 
since it is probable that among manufac­
turing industries and the service trades an 
overwhelming percentage of selling is done 
in advance of production. It is safe to say 
that nearly 100% of all prices are made 
before actual cost can be determined in 
any literal fashion. In the case of the 
shipbuilders, Mr. Whiteside was apparent­
ly thinking only of actual costs, determined 
after production had taken place. Obvi­
ously the only workable rule is one which 
contemplates the determination of costs in 
whole or in part before production. The 
fact that costs must thus be predetermined 
entails in itself a wh ole series of questions.
Another question is—Whose cost is to 
be used as a basis? The most frequent 
answer to be found in the codes is the cost 
of the individual member of the industry. 
Sometimes, however, it is an average cost, 
either of the entire industry or of certain 
divisions. These divisions may be on a 
commodity basis or on a geographical 
basis. A type of average cost is the 
“model” cost provided for by the codes 
of the retail lumber and builders’ supplies 
trades. In the rubber manufacturers’ code 
it is “the cost of the most efficient member 
of the” industry. In the malleable iron 
code the Code Authority is required to 
“determine periodically fair and reasonable 
costs of production in the industry for 
different types of malleable iron castings.” 
These are to be the costs below which no 
member may sell.
Are any exceptions to be allowed ? The 
exception to meet competition is obviously 
necessary although it in turn entails many 
questions. Likewise the exception for the 
disposal of distress goods for the disposal 
of seconds and the like, is obviously desir­
able. In a number of codes exceptions are 
granted for export purposes on the as­
sumption that the prices at which a pro­
ducer sells his goods abroad have nothing
to do with fair competition within the 
United States.
If  the exception to meet competition is 
adopted, whose competition is to be met? 
How is the Code Authority to know that 
the sale below cost is justified on this 
basis? How is the individual producer to 
know that goods of like character are being 
sold at lower prices than those indicated 
by his own costs? Furthermore, exactly 
what does it mean to meet competitive 
prices? This raises questions of quality of 
goods and services and with regard to the 
services which accompany goods. For ex­
ample, is a widely advertised brand of cof­
fee, such as Maxwell House, exactly the 
same thing as a locally roasted brand which 
is of the same grade but has no name? If 
it is, the sellers of Maxwell House can 
presumably meet the competition of the 
local brand by selling at its price regardless 
of the much higher distribution costs of 
the more widely advertised brand. If  it 
is not, there must presumably be some dif­
ferential between the two. But what the 
differential should be, and who is to deter­
mine its amount are questions as yet un­
answered.
If an exception is to be allowed for dis­
tress goods, who is to say when goods are 
in distress? Is it not possible for an un­
scrupulous producer to utilize this excep­
tion as a loophole for the disposition of 
practically his entire output at prices which 
give no regard to cost?
How is the Code Authority to discover 
that a sale below cost has been made ? The 
answer to this is, simply, through com­
plaints. A few codes provide for reports 
of costs and sales but these are not ade­
quate for this purpose. It is constitution­
ally impossible to require anyone to in­
criminate himself and the Code Authority 
can hardly expect anyone to incriminate 
himself voluntarily. In any event, such 
reports in the aggregate are of no value 
except as rough indicia, since what is pro­
hibited is any sale below cost and not mere­
ly that all sales combined must not be less 
than all costs combined. As a matter of 
fact, by reason of the only equitable defini­
tions of cost elements that could be 
adopted, even the fact that a producer had 
operated in the red over an extended pe­
riod would not prove that he was a viola­
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tor of the code.
W hat is to be the procedure for investi­
gating violations? Only a few codes have 
gone into this m atter to any extent. An 
example is that of the coffee industry 
which provides th a t :
“Upon complaint against any member 
of the industry of a violation of this 
Code, the Coffee Industries Committee 
may, upon authority granted by the A d­
ministrator, designate a firm of Certified 
Public Accountants, or public account­
ants having equal qualifications, to ex­
amine, during the usual hours of busi­
ness, the books and records of the mem­
ber of the industry against whom com­
plaint has been made. Only such books 
and records as pertain to the alleged 
violation may be examined by the ac­
countant employed, and said accountant 
shall not reveal to the Coffee Industries 
Committee any other information ob­
tained than information which is per­
tinent to the alleged violation.”
Q uery: W ho is to pay for the investi­
gation ?
A question of coordinate importance to 
that concerning the nature and content of 
cost is—W hat is selling price? All parties 
are fairly well agreed on the definition of 
this term which is, of course, the net reali­
zation after all forms of discounts and al­
lowances have been deducted, but this defi­
nition does not, by any means, dispose of 
the problems involved in any actual case.
The questions above outlined are only a 
few of those which beset the heart of the 
problem. They are fundamental. A fter 
they are fully answered, there remain a 
host of specific questions with regard to 
every industry, the terms of every code, 
and every item of cost and expense, from 
the purchase of raw materials to the sales­
man’s commission. W ith all these ques­
tions I shall not attempt to deal. I should 
like, however, to make a brief appraisal 
of the possible effects of the provisions of 
the codes on cost accounting and cost ac­
countants.
The foregoing problems make it quite 
clear that accountants need not look upon 
the Recovery Act as having ushered in the 
millenium. The case is by no means as 
clear as that. Unemployment for cost ac­
countants is not a thing of the past. As a
matter of fact, if cost accountants were 
placed in the position where some of their 
own number would like to see them, there 
is little doubt that, in the long run, it would 
be a bad thing for the profession. Im ­
posed dictatorships are notoriously unpop­
ular, and the dictators are apt to lose their 
heads when the dictatorships are removed. 
Whatever strict adherence to the no-sell­
ing-below-cost rule might do now for the 
employment of cost accountants, the in­
evitable reaction hereafter would throw 
many of them out of work.
The sensible view is that cost accounting 
has been given a potentially powerful 
boost. The importance of knowing costs 
has been officially brought to the attention 
of every member of nearly every industry. 
Considerable amounts of money are being 
spent in the preparation of uniform cost 
accounting methods and in the collection 
and dissemination of cost data. The cost 
accountant’s long-time conviction that costs 
should not be entirely ignored when selling 
prices are set has received authoritative 
sanction, even though the notion that cost, 
plus a profit, should be the sole basis for 
price making has obtained little support. 
W hat cost accountants should do is to ac­
cept these gains in a spirit of humility and 
to proceed to consolidate them by the exer­
cise of discretion and common sense. “I- 
told-you-so” has no place in this program. 
Accountants cannot afford to lose sight of 
the legal, economic, and psychological pit­
falls that lie in their path.
A final warning may not be amiss. The 
primary justification for cost accounting 
has always been and must continue to be 
that it is an essential tool of management. 
Cost accountants can make a good case for 
themselves, in the long run, only in this 
field. Cost accounting is not primarily a 
price-making device. The present empha­
sis on this function is not healthy. Cost 
systems set up and installed with an eye 
single to price-making are bound to lose 
caste when the emergency is over and the 
emphasis on prices as a basis of fair com­
petition is past.
Cost accountants must continue, as in 
the past, to prove their worth to manage­
ment on the ground that they furnish facts 
for the guidance of internal policies. They 
( Continued on Page 425)
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I n t e r n a t i o n a l  L a w  f o r  A c c o u n t a n t s  
( a n d  o t h e r  l a y m e n )
by L e w is  G l u i c k , C.P.A., New York City
I n t r o d u c t i o n
I N the spring of 1933 at a conference of Teachers of Accounting held in New 
York, an attack was made on the State 
Board of C.P.A. examiners in respect to 
law questions. It was asserted, and to a con­
siderable extent proved, that C.P.A. candi­
dates had been asked questions of an ob­
scurity and complexity to baffle members 
of both bench and bar; and that even law 
students did not encounter them on their 
licensing tests. A t that point the writer 
arose to remark that he fully agreed with 
the preceding speakers, but in defense of 
the Board would note that it had never 
asked a question on international law, 
though that might well come within the 
scope of an auditor’s experience. Subse­
quently this was slightly amplified by the 
Shoptalkers. Now, in response to small 
vocal requests, which are probably expres­
sive of a larger, but silent, demand, the 
writer begs to offer this very elementary 
treatise on a subject the size of which is 
unbelievably large until one gets close to 
it.
H i s t o r y
The subject matter of international law 
is as old as international relations. But not 
until the seventeenth century was it given 
recognition as a subject for special study, 
nor was any attempt to codify or regulate 
it made. Here is a likeness to account­
ancy, which, although the oldest extant 
records contain accounts, was only made 
a science within recent years; and a pro­
fession within the memory of most 
C.P.A.’s. Hugo Grotius, a Dutchman, 
was the father of international law (who 
first expounded the famous three-mile 
limit). Since then the study of the sub­
ject has grown and expanded until it is 
included in the curricula of most universi­
ties. It has a really formidable bibli­
ography and a periodical literature. Even 
very small public libraries contain some­
thing about it. On the other hand some 
very large ones are rather deficient. How­
ever in this, as in almost any other refer­
ence trouble, the Encyclopedia Britannica 
is an ever present help.
There are two divisions of this law, 
public and private, but the two are so 
closely interlocked and mingled as to make 
sharp definition difficult. Hence the dis­
tinctions are not discussed here.
S o u r c e s
International Law is analogous to the 
Anglo-Saxon common law in that it is 
based on custom. Until very recent years 
it lacked any legislative or distinctive 
judicial body, and to this day it lacks the 
third of the three famous “Cs”— Code
Court
Cop
which are requisite for the success of any 
body of law.
The code such as it was, and largely is 
yet, arose from custom and precedent. The 
decisions of national courts and later such 
tribunals as the Hague Conventions and 
Arbitration Commissions had a great in­
fluence. But in general it was less a ques­
tion of doing something because it was the 
law than of doing it first and making the 
law to fit it afterwards.
If  nations did not trade with each other, 
international law would be non-existent, 
because unneeded. The slogan, “trade 
follows the flag” is, as every intelligent 
student of history knows, erroneous. 
Truthfully, the flag follows trade. M er­
chants and their ships get in trouble in 
foreign ports, and if they have a navy to 
protect them it is called on. It logically 
follows then, that more international law 
has been made by naval officers (of all 
nations) than by all the courts, commis­
sions, and conventions combined. If  the 
League of Nations and W orld Court func­
tion better this will cease to be true; but 
the ships, (civil or w ar) of any country 
still remain the chief source of cases in 
international law.
Any eighth grader can (o r at least 
should be able to) tell about the Mason
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& Slidell case, or the way ships dragged 
the U. S. into the war against Germany. 
Case books are filled with recent decisions 
arising from the enforcement of our now 
deceased prohibition act, against ships of 
foreigners. The examples could be multi­
plied to the extent o f constituting a rather 
comprehensive history of this country.
This being the case it is only natural 
that the study of international law is part 
of the curriculum for midshipmen, and an 
important subject for post graduate 
officers of high rank at the W ar College 
in Newport, R. I. Merchant Marine 
officers are given an elementary course by 
correspondence from the Navy’s Bureau 
of Navigation Education Section. N atu­
rally international law is the major subject 
for the Department of S ta te ; and an im­
portant one for the Departments of Trea­
sury, W ar and Commerce. The Govern­
ment Printing Office in Washington pub­
lishes much material at low prices and a 
catalogue of it is free. (Ask for List 10).
A p p l i c a t i o n  t o  A u d it o r s
No auditor is an appraiser. But he 
must know when an appraisal is needed; 
and be able to comment intelligently and 
forcefully on values. In  the matter of 
accounts receivable, he may have to be an 
appraiser, for he may, from his technical 
knowledge, and broad experience be 
better able to evaluate a customer’s net 
worth, or the probability of collecting a 
bankrupt claim, than his client, or the 
latter’s credit man. In  making such ap­
praisal, as a basis for writing off bad 
debts or setting up an adequate reserve 
therefor, he uses his knowledge of law 
which his license requires him to have. 
Despite conflict o f laws in 48 states, the 
District of Columbia, the Federal laws and 
the Territories, the basic laws are not 
radically different. So if his client in V er­
mont has a disputed claim in Nevada, the 
auditor, given the file on the case, can 
make a fairly good guess on it, just as if 
it were in the same State. But let him 
get up against a foreign jurisdiction, and 
he’s at a total loss. So are most lawyers.
In the large seacoast cities there are 
firms of attorneys specializing in ad­
miralty and international law. If  your 
client’s case is in the hands of such ex­
perts, consult with them. If  not, advise
your client to put the case in their hands.
Local lawyers may be good nationally, 
but when they get up against foreigners, 
the mere handicap of language, let alone 
lack of knowledge of the law, is sufficient 
to bar them from competent conduct of a 
case.
This m atter is of course elementary. It 
is not a C.P.A.’s province to advise on 
legal m atters; but he must recognize the 
need for legal services when that need 
exists.
A C a s e
By way of illustration let us take this 
case. Your client is engaged in both 
domestic and foreign trade. Your audit 
of receivables reveals that a shipment of 
goods to Juan in South America has been 
credited to Juan and charged to the S. A. 
Steamship Company; never has been de­
livered to the customer and your client is 
bringing claim against the carrier. The 
file shows that the case has been referred 
to the client's regular attorney, and that 
the Steamship Co. disclaims responsibility 
on the grounds that a revolution in Juan’s 
country was responsible. Your client 
wants to leave the account as is, since the 
Steamship Company is solvent, but he is 
willing to concede the need for a modest 
reserve for attorney’s fees.
W ere this a domestic account, you 
would probably assent. I t  is time enough 
to write off an account when proved bad. 
And if you were certifying under the new 
Securities Act, you would add a footnote 
that accounts to the amount of $ . . ? . .  
were in litigation.
But this is a different case. W hat has 
a revolution to do with it, if anything? 
Well, for one thing, it probably lets out 
the insurance company. Anyhow you 
start reading the insurance contracts, the 
bills of ladings, manifests, etc. And 
you certainly get in touch with the at­
torneys. W hen you have done this, you 
begin to realize the claim is more com­
plicated. The attorney won’t commit him­
self. Even if he is one of those afore­
mentioned experts he won’t do so. He 
may tell you that on its merits the case 
should be won. But he will point out 
the hostility of the South Americans to 
North Americans. And you, who have 
seen what happens to a New Yorker at­
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tempting to foreclose a perfectly good 
mortgage in Iowa, or a Massachusetts 
m anufacturer suing on a note in Carolina, 
decide the claim is pretty bad, and want 
to set up a 90% reserve.
To this, of course, your client objects 
violently. You are left with three courses 
of action:
1—If the claim is small, either ab­
solutely or relatively, you may accede 
to your client’s wishes.
2—If it is large, you may disclaim 
responsibility in your audit report; or
3—and best of all, you may (time 
permitting) go into the thing thor­
oughly, armed with a little knowledge 
of the law, and get as good an idea of 
the value as the lawyer ought to have. 
As in many domestic cases, you may be 
of invaluable help to him in prosecuting 
the claim. To the extent that you so 
aid him, the reserve for losses is re­
duced, and your fee increased (maybe).
A n o t h e r  C a s e  
You have a client which imports its raw 
materials in its own ships. Your audit 
includes a reading of at least some of the 
ships logs. If the reason for that is not 
immediately apparent, verify it elsewhere; 
this is not the space for it. And you find 
an entry substantially like th is :
“Spoken by a gunboat of belligerent X 
and ordered to go to her port of Y for 
visit and search. Ignored the order and 
made good escape by superior speed.” 
Your first reaction would be “Good 
Skipper!” But then you cease to be the 
movie fan who rejoices in the escape of 
the hero from the gunman and are once 
more the auditor. And you think this 
way: “Good lord” ! That ship is on that 
regular run, and M & X are still at war. 
Suppose she meets another of X ’s w ar­
ships. Can they sink her on sight? They 
can. But may they? Is it legal under 
international law to capture or destroy a 
fugitive neutral? Is that contingency 
covered in my client’s insurance? Has the 
client notified the insurance company ? 
Should we set up a reserve—not for 
sinking fund—but for “sinking?” A very 
elementary knowledge of international law 
will inspire the questions, and even if you 
cannot answer them, you have done your 
duty as an auditor in raising them.
L a s t  C a s e
Perhaps you never realized it, but 
citizenship is one of the principal topics 
of international law. In fact, as far as 
this w riter has gone in his study of the 
subject, only ships produce more cases 
than citizenship (pun, if any, uninten­
tional). I t should be necessary to call at­
tention to the many pages of income tax 
law and regulations dealing with aliens.
Your client is an American born citizen 
who spends most of his time in France, 
representing an American corporation. He 
marries in France a native of Italy whose 
first husband was Portugese, and this 
woman does not accompany her husband 
to this country on his short annual trips. 
But she has in her own name, securities 
in American corporations. Is her income 
therefrom taxable as a non-resident alien 
or citizen, and why?
This is a rather simple case compared 
to some which have arisen. It would be 
foolhardy to attempt to decide them off 
hand. But the ability to recognize the 
existence of a case when you see it, is 
vital. If  your client, through your negli­
gence, overpays or underpays and is later 
called on for interest and penalties, you 
know who will be held responsible.
C o n c l u s i o n  a n d  B i b l i o g r a p h y
The w riter trusts that this little essay 
will be found interesting. If any readers 
want to pursue the study further, the fol­
lowing publications, not on the G. P. O. 
list, are recommended:
International Law  by Soule and Ma­
cauley. This is the standard Naval 
Academy text and is published by the 
Naval Institute, Annapolis, Md. @ $3.00.
A  Manual Digest o f International Law  
by P. B. Potter. Best single volume the 
writer has seen; published by H arper in
1932.
International Cases by Stowell & Mon­
roe, published by Houghton Mifflin in 
1916.
American Journal of International Law , 
published quarterly at Concord, N. H. 
Once you have the basic elements this will 
keep you up-to-date.
History o f Foreign Relations by L. M. 
Sears, published by T. Y. Crowell in 1927. 
A necessary adjunct to supply the histori­
cal background.
406 T H E  C E R T IF IE D  P U B L IC  A C C O U N T A N T Ju ly ,
D e c a y  i n  P a t e r n a l i s m
[The Washington Post for Monday, June 18, carried the following interview 
with Senator Gore of Oklahoma. It is given to our readers, by permission of 
Senator author and Post editor, with the belief that it is the best short historical 
resume which has been offered in the entire discussion over the “New Deal.”]
T HOM AS P. GORE, Democratic Sen­ator from Oklahoma, was in a phil­
osophical mood when a Post reporter 
chatted with him in his office recently.
“In ancient Greece,” he began, “Pericles 
inaugurated the feeding of the people out 
of the public treasury. A hundred years 
later Plato found that he had so complete­
ly debauched the Athenians that they were 
reduced to pauperism. Instead of working 
they hung around the market place gossip­
ing and their characters were so weakened 
that the state was forced to hire barbarians 
to defend it from invasion, so said Plato.
“Several hundred years later in Rome, 
the Gracchi began to sell corn at less than 
the market price. The farmers were ruined, 
but the populace cried for more favors. 
As time went on, free wine and entertain­
ment followed and the politicians soon be­
gan their bidding against each other for 
the favor of their constituents. As is 
bound to happen in a democracy under 
such conditions, what one administration 
gave at a reduced rate was promised free 
by the politicians who wished to supersede 
it.
“These historical examples are not with­
out their significance for our country to­
day. A paternalistic government is bound 
to destroy the self-reliance and self-respect 
of the people. When those attributes go, 
everything goes. Those are the virtues 
which have made our country great and 
those virtues alone will keep us great.”
Senator Gore believes his votes prove he 
has, throughout a long career in the Senate, 
acted strictly and courageously according 
to his fundamental theories of government. 
He has been a member of the Senate for 
17 regular sessions and 6  extra sessions, 
and during that time he has never, to use 
his own words, “voted to take a dollar out 
of one man’s pocket and put it as a gift 
into another’s. I feel that a man who earns 
a dollar has a little better right to it than 
anybody else. He must give up a certain 
share of it in taxes to his government in
return for security, but he is entitled to 
dispose of the rest as he sees fit.”
Cheers for Freedom
Senator Gore has always supported bills 
to compensate veterans disabled in service, 
but such bills, he maintains, are the pay­
ment of a Government debt and not a gift. 
He also made a touching concession to his 
principles, if such it can be called, when 
he voted a pension to the widow of the 
man who discovered the yellow fever mos­
quito during the Spanish W ar and died as 
a result of his scientific research.
The recent Tugwell hearing brought to 
light the sharp cleavage which exists in the 
Democratic ranks between such Senators 
as Gore, Bailey, of North Carolina, Byrd, 
of Virginia, Smith, of South Carolina, and 
the more radical members of the same par­
ty and these considered it a heartening ex­
perience when the huge audience that 
crowded the committee room time and time 
again broke into hearty and spontaneous 
applause whenever they defended their be­
liefs and their right to free speech. On 
that occasion Senator Glass, of Virginia, 
was not present, but no mention can be 
made of this group without including the 
name of the man who first and last has 
upheld the traditions of a militant Democ­
racy.
Movement Often Faulty
“As a matter of fact,” continued Senator 
Gore, “my ideas, like my behavior, are the 
result of a definite code of convictions. I 
am an old-fashioned Jeffersonian Demo­
crat, of whom there are very few left now­
adays, and, like Jefferson, I am convinced 
that those people who are the least gov­
erned are the best governed. This does 
not mean that the degree of government 
may not change temporarily to suit condi­
tions, but such changes do not affect the 
fundamental theory.
“Every individual in our democracy has 
certain inalienable rights. Even the ragged 
street urchin has rights which the Army 
and the Navy put together may not take
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away from him. If  that is not so then 
our whole democratic conception has no 
meaning.
“We have attempted in this country to 
reconcile power and liberty. The majority 
must have the power, but they may not 
infringe upon the liberties of the minority.
“Another truth which our contempo­
raries must rediscover is that all movement 
is not improvement. Some things cannot 
be changed. The rotation of the seasons 
and the course of the planets are fairly 
fixed. Almost equally unchangeable are 
fundamental instincts, impulses, passions 
and laws of human nature. Before we be­
gin to experiment, we should first ask our­
selves honestly, ‘Can these things be done 
and should they be done?’ There isn’t 
much use, for example, in attacking the 
multiplication table and the law of gravity 
( that goes for those monetary experts who 
would attempt to make something out of 
nothing), nor can we reduce the mountains 
by raising the sea level—you can apply 
that as you please.
Secondary Reactions Triumph
“W e should not forget that to all public 
legislation there are always primary and 
secondary reactions and often the second­
ary or final reactions are the ones that 
count. The Eighteenth Amendment is the 
best illustration of this. Another good il­
lustration was the legislation concerning 
gold in 1864. Gambling in gold was so 
rampant at the time that the Congress 
passed regulations to stop it, with the re­
sult that the premium on gold was imme­
diately doubled, and this legislation, as in 
the case of the Eighteenth Amendment, 
had to be rescinded. I am afraid some of 
our experimenters today do not sufficiently 
consider the dangers of these secondary 
reactions.
“Let me illustrate my point again. An 
engineer weighs carefully before he builds 
a bridge just how much stress and strain 
his steel must bear. Likewise human na­
ture can endure only so much stress and 
strain. Much of our multiplicity of recent 
legislation is causing too much strain upon 
our people. The upshot of it all will be 
that this strain will in turn react upon Con­
gress and the results may be very dan­
gerous.
Our Past Ignored
“But it seems to be the fashion today to 
ignore completely the lessons of experience 
and history. Every generation goes through 
this to some extent, but ours is an extreme 
example of indifference to the teachings 
of the past.
“I was amused this week when we 
passed the silver bill to hear one Senator 
say that he was not so much concerned 
about what the Government could do for 
silver as he was about what silver could 
do for the people. In 1890 under the Sher­
man Purchasing Act 4,500,000 ounces of 
silver were purchased monthly, or about 
$154,000,000 worth in three years, and yet 
silver went down. It was one of the causes 
that precipitated the financial collapse of 
1893. According to the last bill we can 
buy $2,000,000,000 worth of silver. If  the 
price does not go up, we could purchase 
one-third of the world’s supply. If $160,-
000,000  for silver created a panic in the 
nineties, I dare not contemplate what would 
happen if this new bill is carried into effect.
Overhead Beyond Reason
“Experiment has its uses but it ought to 
supplement and not supersede experience. 
We got out of past depressions through 
hard work and low prices. Today the vast 
amount of private debts makes us unwilling 
to take this course. So the Government is 
taking over most of these debts. How the 
people are ever going to pay the taxes and 
earn a living is more than I can see.
“There was a Chinese scholar named 
W ang-An-Shih who tried every single 
thing that we are doing away back in the 
eleventh century. He gave subsidies to the 
farmers, and inflated money. He fixed 
prices, bought up all the surplus grain and 
generally controlled the agriculture and 
business of the country, until the country 
groaned under the national debt and the 
army of bureaucrats that had to be sup­
ported. Finally the people could stand it 
no longer and banished him, but the coun­
try had been so weakened morally and 
financially that the T artar hordes found no 
resistance when they swept down from the 
North. This is a bit of history that we 
might all ponder to our advantage and it 
should warn us not to follow in this an­
cient prime minister’s footsteps.
“Perhaps the most practical way of sum­
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ming up my simple creed,” concluded Sen­
ator Gore, “is to tell you the six-word plat­
form on which I ran and was reelected in 
1930. It was th is : ‘Less taxes, more trade, 
no trusts’.”
Disciple o f Reality 
Senator Gore recalled that he frequently 
had said he could compress his economic 
philosophy into a single sentence: “I do not 
believe in fairies.”
“I am often told,” he continued, “that 
I am less progressive or radical than when 
I first came to the Senate. It reminds me 
of a cannon ball fired at night. I f  a flash 
of lightning should come while the ball is 
in the air it looks like it is standing still.
“ I am still going as fast as a cannon ball 
but I am not going as fast as lightning.” 
Referring to this campaign promise, 
Senator Gore said in his latest speech on 
the ta riff:
“Six words and three prom ises! I have 
tried to keep those promises in good faith. 
I still think they point the way out. Less 
taxes would lighten our burdens. More 
trade would increase our strength, the 
equivalent of reducing our burden. Let 
me say in passing that we are often re­
minded of the forgotten man. If  I were 
called upon to identify the forgotten man, 
I should point out the taxpayer. I some­
times feel, I sometimes fear, that he is the 
forsaken man, bleeding at every pore.”
Fifty Years Ago
(From  T H E  ACCOUN TA N T, official 
organ of the Institute of Chartered Ac­
countants in England and Wales, June 2, 
1934.)
E xtract from the Issue of 31st May, 1884 
Paternal Legislation
Under the 1869 Act creditors were not 
only allowed to wind up a debtor’s estate 
in the manner that seemed best to them but 
the majority were able to bind the minor­
ity. That many abuses arose from the lat­
ter power nobody will deny, but when 
creditors, after due deliberation, pass reso­
lutions to accept certain offers of arrange­
ment which appear most beneficial to them­
selves, the Board of Trade now steps in 
and says, although in the eyes of law and 
in every other respect you are sane, sound
men of business, fully capable of managing 
your own affairs; directly the words 
“bankruptcy or liquidation” are mentioned 
you become idiots, or even as babes utterly 
incompetent to guard your interests. 
Therefore, although looking at it from a 
common sense point of view; regarding it 
from a mathematical point of view, gov­
erned by the rules of Cocker that two and 
two make four, or even from the vulgar 
and common place point of view, that a 
bird in the hand is worth two in the bush, 
we, in our inscrutable wisdom decide, that 
notwithstanding the statement of affairs 
shows at the utmost, only 5s. in the pound, 
without allowing for expenses of admin­
istration, and the debtor has, with the as­
sistance of his friends, made you an offer 
of 6s. 8d. fully secured, yet you must not 
accept that offer, the estate must go into 
bankruptcy, and after waiting an indefinite 
time you may, perhaps, get 2 ½d. in the 
pound.
It Should Work Both Ways 
But It Doesn’t
(Editorial from  The A n n  A rbor Tribune)
W e sometimes wonder why our national 
government is not more consistent. W e 
owed it, because of some “New Deal” 
legislation, a small sum of money which 
we failed to pay the minute it was due. 
W e were assessed a 25 per cent penalty 
and charged interest at the rate of 12 per 
cent a year.
For some work that we did for the gov­
ernment about the same time we had over 
three times as much coming. At the end 
of about four months we were paid but 
did we get 25 per cent more than the bill 
because it was not paid on time ? Certainly 
not. W hy should not we have been entitled 
to 25 per cent penalty and 12 per cent 
interest the same as the government ex­
acted from us? The answer is that we 
were, but try and get it. In other words, 
the national government can commit m ur­
der and get away with it, but its luckless 
citizens can not. Bled almost to the limit 
in the first place, they are later bled white 
for having failed to yield enough blood in 
the first instance.
Ours is not an isolated case, it is hardly 
( Continued on page 412)
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P r e s e n t  B l u e  S k y  L a w  o r  F r a u d  A c t ? *
by M a x  H a r r is , C. P. A., Lansing, Michigan
OF  late there has been considerable agi­tation to have the present Blue Sky 
Law repealed and a so-called Fraud Act 
enacted in its place. If  this is done how 
will it affect the investing public in Mich­
igan?
There are two types of laws regulating 
securities:
(a ) Regulatory laws (such as the
present Michigan Blue Sky Law ).
(b) F raud Acts.
The regulatory law in Michigan requires 
the issuer to first satisfy the Michigan 
Securities Commission that there is no 
fraud or unfairness present in a security 
before it is offered to the investor; secur­
ity salesmen and dealers and brokers are 
licensed and closely supervised. The pur­
pose is to prevent fraud. On the other hand 
the purpose of a Fraud Act is to punish 
same to the public, no supervision of deal­
ers, brokers, and salesmen is attempted, it 
“locks the barn door after the horse is 
stolen.”
The administration of a Fraud Act is 
left to county prosecuting attorneys with 
the help in some cases of the attorney- 
general. Often times the processes of law 
and courts are slow and cumbersome and 
laden with technicalities and delays. Ne­
cessarily they start working after damage 
has been done. Complaints are not made 
until long after the fraud is perpetrated 
and evidence must be built up with gener­
ally little, if any, information to start with. 
Meanwhile the nimble-footed, crooked pro­
moter, broker or salesman, is afforded 
every opportunity to escape. Isn’t it better 
to try to stop him before he starts, which 
is what the present Blue Sky Law is de­
signed to do? Forty-three of the forty- 
eight states think so, and have regulatory 
Blue Sky Laws, not Fraud Acts.
The present Blue Sky Law in Michigan 
in its administration requires sworn state­
ments, audits, legal opinions, appraisals 
and covers every phase of a security issue
* Address before recent meeting of the Michi­
gan Association of Certified Public Accountants.
before it is sold, and thereafter requires 
the issuers to make annual reports which 
are sworn to and reflect their current ac­
tivities; it requires periodical audits of 
dealers and brokers and monthly reports 
of their activities; a vast amount of au­
thenticated and pertinent information is 
a t all times available to the investor whe­
ther he wishes to use it before investing 
or after investing to follow the progress 
of the issuing company, or to obtain re­
dress in the courts. Under the Fraud Act 
the investor has no disinterested source to 
turn to for inform ation; the crooked oper­
ator gives out as little true information 
as possible, and since he has to give out 
none at all under the Fraud Act, the in­
vestor is consequently left entirely in the 
dark concerning reliable information either 
for investment purposes or for obtaining 
redress in the courts. The searchlight of 
publicity such as the regulatory Blue Sky 
Law now in force in Michigan provides, 
and which is in itself a deterrent to fraud, 
would be extinguished if a Fraud Act were 
enacted in its place.
The Michigan Blue Sky Law has been 
in force a great many years. Its constitu­
tionality has been upheld by the U. S. 
Supreme C ourt; many decisions have been 
made by the Michigan Supreme Court and 
the lower courts over a period of years up­
holding and interpreting its provisions— 
it takes a long time and much expense to 
completely test out the legality, meaning, 
and workability of a law. W hy throw this 
all away and enact a new law such as a 
Fraud Act and go through the entire pro­
cess again? Would it not be better to re­
tain the present law and strengthen it if 
possible ?
The commission has issued many orders 
placing promoters’ stock in escrow, trus­
teeing funds, etc., all involving valuable 
property rights and involving millions of 
dollars and all for the investors’ protection 
—all of which protection would be brushed 
away as with the sweep of a hand, if a 
Fraud Act were enacted in place of the
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present law.
New York State is one of the four 
states in the country who have Fraud Acts ; 
its so-called M artin Fraud Act is by far 
the longest, most elaborate and drastic. 
It is administered by the Attorney-Gen­
eral’s Department, which maintains an 
office in New York City devoted to admin­
istering the said Fraud Act. Mr. Watson 
Washburn was the State official in charge 
of the New York City Office for a con­
siderable time. He has had thorough first­
hand experience with the most important 
Fraud Act in the country and is well quali­
fied to speak. Yet here is what he says 
about the Fraud Act in a book (H igh and 
Low Financiers) published in 1932, of 
which he is co-author:
“ Selling securities probably is the most 
important industry in New York today, 
and no business offers a greater opportun­
ity for fraud, yet there is no general su­
pervision, only the necessarily rather hap­
hazard action of the Attorney-General 
under the Fraud Act, where specific in­
stances of fraud come to his attention. As 
a result, men with prison records come 
there to operate. They change their names 
and addresses overnight, trump up a fancy 
story, place a gold seal on any kind of 
printed paper and sell it. They keep the 
office of the Attorney-General more than 
busy. Though many cases are prosecuted, 
there are undoubtedly numerous other 
operators who should be, but who never 
come to the notice of the proper author­
ities.”
He goes on to cite an actual case, and 
concludes with the statem ent:
“The mere fact than an ex-convict with 
a record could establish a bucket-shop and 
handle hundreds of accounts without su­
pervision is a strong argument for the 
proper licensing or registration of stock­
brokers and salesmen.” There is no law 
in New York requiring a stockbroker to 
obtain a license. Thirty-one states and the 
District of Columbia now require the li­
censing of salesmen and brokers engaged 
in the sale of stocks and bonds.”
It should be mentioned again here that 
the present regulatory Blue Sky Law in 
force in Michigan, as stated, fully provides 
for the licensing and supervision of stock 
brokers and salesmen; however, if a Fraud
Act is substituted, then that protection will 
be lost.
The Michigan Blue Sky Law through 
the Michigan Securities Commission which 
administers it, has brought in each year, 
even in these times, more revenue from 
filing and license fees, etc., paid by those 
interested in the sale of securities, than it 
has cost to maintain the said department. 
During the past 7 years this net difference 
amounted to $1,123,272.22 which has been 
used by the State for other purposes and 
has therefore reduced the burden of the 
general taxpayers. However, under a 
Fraud Act little or no revenue comes in 
nor can large fees legally be charged. On 
the other hand it is very reasonable to 
suppose that expenses to the public will 
continue under a new guise—offices of 
prosecuting attorneys and the courts will 
have many more cases and the cost there­
of will be borne directly by the taxpayers 
in the various counties. This is in distinct 
contrast with the present system whereby 
the cost of regulation is borne by the is­
suers o f securities.
The Michigan Securities Commission 
has been active and prompt in dealing with 
fraud perpetrated by issuers of securities, 
brokers, and salesmen and each year 
money, securities, and property, equal to 
several times the cost of maintaining that 
Commission is voluntarily returned to in­
vestors by the perpetrators of fraud when 
they learn that the Michigan Securities 
Commission is interested in their particular 
activities. I t should be pointed out also 
that the said Commission is constantly im­
posing many conditions upon each issuer 
of securities for the protection of the in­
vestor before it accepts securities for fil­
ing. The public is apt to lose sight of this 
constant protection because it is never 
called to their attention. For example, the 
commission receives an application and de­
cides the promoter is taking excessive pro­
motion stock and must cancel same or put 
more money into the business; this is done. 
The promoter is not going to call his in­
vestors’ attention to the fact that the Com­
mission made him correct the “watered 
stock” situation. The investor is con­
stantly being protected in many ways by 
conditions of a preventive nature without 
ever knowing i t ; such protection would be
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denied him under a Fraud Act.
In conclusion some quotations by W at­
son Washburn, former head of the New 
York City office of the N. Y. Attorney- 
General’s Dept. (which administers the 
M artin Fraud Act in New Y ork), taken 
from his recent book mentioned, are as 
follows:
(Connecticut is one of the few states 
having a Fraud Act.) “Only last year 
Connecticut changed over to a stringent 
registration system for salesmen.”
“As the reader may have noticed, a sur­
prising number of stock swindles are per­
petrated by ex-convicts who already served 
one or more terms for swindling. Under 
the present law in New York (F raud Act), 
when one of these men returns from Sing 
Sing or Atlanta and sets up in business 
again, the authorities have no legal remedy 
except to keep him under constant sur­
veillance, being morally certain that one 
fine day he will make another steal. The 
difficulty, however, is that securities are 
practically as liquid as money, and these 
men are sufficiently clever to conduct a 
strictly legal business until they have taken 
in sufficient of their customers’ money to 
run away. A cashier who robs one bank 
would not be allowed to open another after 
his prison term expires. Experience shows 
that men who have once yielded to the 
temptation of misappropriating trust funds 
are likely to fall again. Surely the least 
society can ask of these swindlers is that 
if they are allowed to return to the broker­
age business at all, they should be required 
as a condition to give an adequate bond 
for their good behavior. The practical re­
sult would be to put most of them out of 
business altogether, for surety companies 
would not be anxious for that type of 
business.” (Such a bond is required of all 
dealers in securities and brokers under the 
present Michigan Blue Sky L aw ; in addi­
tion the Michigan Securities Commission 
can refuse to grant licenses to old offend­
ers, making the security deals by them il­
legal acts, whether they are swindles or 
not.)
“Some maximum limit should be fixed 
by statute on the amount of commission 
charged for selling securities to the public. 
Many of the states refuse to permit a
higher rate than 2 0 % ; in other words, they 
require that if a stock is sold for $100  a 
share, at least $80 must be paid into the 
company’s treasury. In New York, even 
where charges of over 50% are made, the 
courts in the absence of legislative man­
date have refused to hold such fees fraud­
ulent in themselves. 30% is a safe maxi­
mum which could not hamper legitimate 
business. If promotions are so hard to 
sell that they have to pay more than this 
to dealers or salesmen, they almost invari­
ably come to grief, and it is best they die 
still-born, if they cannot be privately fi­
nanced.” (U nder the present Michigan 
Blue Sky Law 20% is allowed to cover 
all commissions and selling expenses; 
however, in practice the Michigan Securi­
ties Commission has never allowed more 
than 15% where the treasury of the issu­
ing company is affected, that is 85% is to 
be paid into the company’s treasury.)
“Criminal prosecutions for State offenses 
should be handled by the Securities Bureau 
direct, to the exclusion of local prosecutors, 
who usually lack the expert personnel re­
quired to combat these most clever of law­
breakers. The trial of a stock fraud case is 
highly technical, and likely to last for 
weeks. It requires an expenditure of time 
and money beyond the resources of the 
average county district attorney. Further­
more, the victims are usually from other 
states, for the swindlers operate across 
State lines whenever possible, and accord­
ingly there is no local pressure for punish­
ment. In fact the accused are frequently 
able to exert some political pull in their 
own behalf.” (The foregoing could be 
looked upon as forecast as to what the 
situation in Michigan might be if a Fraud 
Act were enacted which would leave the 
entire matter in the hands of the local 
county prosecuting attorneys.)
H ow  W ill Substitution of Fraud A ct for 
Present Blue S ky  Law  A ffect the Public
Accounting Profession in Michigan?
The present Blue Sky Law is almost 
the only law in Michigan which recognizes 
Certified Public Accountants and mentions 
them in the Act itself.
Section 9769 of the present law says: 
“Except in the case of banks and trust 
companies, the commission (Michigan Se­
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curities Commission) shall have authority 
to cause an examination or inspection to 
be made of the books and records of any 
licensed dealer or broker buying, selling, 
or dealing in securities on marginal ac­
counts or partial payments, to have a semi­
annual audit of the books and records of 
such licensee made by a certified public ac­
countant at such time and in such form as 
the commission may require, and a copy 
thereof filed with the commission.” (The 
commission enforces the foregoing pro­
vision relative to semi-annual audit of 
brokers by certified public accountants.)
Before accepting any securities for fil­
ing the commission may require the appli­
cant to furnish any information necessary 
to determine whether such security should 
be so accepted. In most cases, especially 
if the issuing company has been in opera­
tion for a period of time, the commission 
requires that an audit submitted by a cer­
tified public accountant be filed.
Also in its orders accepting securities 
for filing, the Commission when it deems 
necessary specifies that periodical audits at 
specified times covering the entire business 
or some designated part thereof which the 
Commission especially desires to watch.
The Commission demands that all brok­
ers and security dealers at all times keep 
and maintain sufficient records to permit 
of an audit satisfactorily disclosing to the 
Commission the true situation or condition 
of their business. The net effect of this is 
that brokers and dealers see to it that they 
have satisfactory systems generally in­
stalled and periodically checked by certi­
fied public accountants.
The Commission under the law requires 
all issuers of securities to submit to it, 
annual reports including balance sheet, 
prior year’s earning, and analysis of sur­
plus. The issuer must swear to the truth 
of the information submitted. Many is­
suers have certified public accountants pre­
pare these annual reports or make audits 
from which the required information can 
be obtained because they wish to be cer­
tain in their own before they make any 
affidavit as to the correctness of such in­
formation submitted. There are many 
thousands of these annual reports filed each 
year with the Commission.
These provisions in the present regula­
tory Blue Sky Law were not inserted to 
give accountants more business. They 
were inserted for the benefit of the invest­
ing public. Incidentally, however, the im­
posing of requirements demanding that 
full records be kept where the public’s in­
terest is affected is of benefit to brokers, 
issuing companies and accountants also. 
There would be fewer audits, less dissem­
ination of information to the public, if a 
F raud Act were enacted because all these 
requirements of the law or commission af­
fecting public accountants would be elimi­
nated. The Fraud Act does not regulate 
brokers or require scrutiny of securities 
before their sale. It merely provides for 
methods of punishing the seller of fraud­
ulent securities.
It Don t Work Both Ways
( Continued from  page 408) 
typical. A government employee tells us 
that it takes about four months to get his 
expense account through and allowed, 
there is so much red tape connected with it. 
Others who did work for the government 
more than six months ago are still looking 
for their checks.
The government is engaging in a lot of 
projects in which it has never engaged be­
fore but that it is setting any example of 
speed and efficiency is very doubtful. That 
government ownership or operation is sell­
ing itself by reason of the government’s 
record is also a m atter of doubt. The 
slowness, the inefficiency, and the waste of 
government operation are apparent wher­
ever it is being tried.
At a dinner recently we met an erstwhile 
socialist who told us, “I used to be a red- 
hot socialist but I am cured. I have seen 
enough of the government’s trying to run 
business to convince me that to have it 
own and operate all business would just 
about spell chaos, pure and simple. The 
inefficiency, the waste and the graft in any­
thing the government does is too apparent 
and too great for me to want any more of 
it than we have right now.”
Income taxes indicate the country will 
have to hurry if it is going to take it from 
those who have and give it to those who 
have not.
Wichita Eagle.
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The Changing Construction of 
Revenue Laws
by W. E a r l  S m i t h ,  Attorney at Law, New York City*
IT is of considerable interest to note, and quite impossible to overlook, the obvi­
ous change which has occurred in the dis­
position of the courts with reference to 
their office as interpreters of the law, par­
ticularly of revenue laws. Modern au­
thorities recognize that it is no longer as­
sumed to be the province of the judiciary 
to evade the mandates of the legislature, 
but on the contrary, that one rule should 
be followed unvaryingly: namely, to seek 
out and enforce the actual meaning and 
will of the law-making power. Perhaps the 
judiciary in recent tax cases have overshot 
the mark somewhat. Insofar as courts 
have gone too far, they are, of course, fit 
subjects of criticism. However, extraneous 
causes have undoubtedly contributed to a 
degree and other modern-day considera­
tions have played their part in giving us 
the rules of construction which now 
govern the application of tax laws.
In any event the degree to which tax 
law construction has become crystallized is 
gratifying, in view of the tremendous im­
portance which revenue laws have gained 
in recent years. In speaking of desirabil­
ity of a settled construction in revenue 
statutes, Lord Chancellor Cairns, many 
years prior to the involved questions which 
have been presented by the present-day in­
tricate revenue laws, in the case of Com’rs 
of Inland Revenue v. Harrison, L.R. 7
H.L.1, stated:
“The object must be, above that of all 
other acts, to maintain them and to ex­
pound them in a manner which will be 
consistent, and which will enable the 
subjects of this country to know ex­
actly the charge and burden which they 
are to sustain. I think that, with regard 
to statutes of that kind, above all others, 
it is desirable, not so much that the 
principle of the decision should be
capable at all times of justification, as 
that the law should be settled, and 
should, when once settled, be maintained 
without any danger of vacillation or un­
certainty.”
Little wonder then that the principle of 
stare decisis was then perpetually fostered, 
and when a question of construction of a 
statute came up a second time, even though 
the court was satisfied that the original 
construction was founded on error, yet it 
usually recognized mischief would ensue 
from a change in the interpretation and 
favored the previous interpretation in 
preference to its own.1 How extensively 
we have retained the forementioned 
standards can be readily determined by a 
brief perusal of the more recent and 
prominent cases which have contributed to 
settled precepts.
What might be designated as the 
English rule, since it is well settled in 
England, although many jurisdictions in 
this country have adopted the same view, 
benefits the taxpayer in the extreme. It is, 
briefly, that any law which imposes a tax 
or charge upon a subject must be strictly 
construed; that the intention to impose a 
burden cannot be made out by inference, 
but must in all cases be shown by clear 
and unambiguous language; and that all 
doubts must be resolved against the gov­
ernment and in favor of the taxpayer. 
The other extreme is represented by the 
diametrically opposite view adopted by 
some State, notably New Jersey, where the 
court in State v. Taylor, 35 N. J. Law 
184, said:
“In laying the burden of taxation 
upon the citizens of the State, while it 
must be the object of every just system 
to equalize this charge by a fair appor­
tionment and levy upon the property of 
all, it is equally the duty of the courts to
*Former Deputy N. Y. State Attorney General 
and Former Special Assistant to the U. S. 
Attorney General.
1Van Loon v. Lyon, 4 Daly (N. Y.) 
149.
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see that no one, by mere technicalities 
which do not affect his substantial 
rights, shall escape his fair proportion 
of the public expenses, and thus impose 
them upon others. A  liberal construc­
tion must therefore be given to all tax 
laws for public purposes, not only that 
the offices of government may not be 
hindered, but also that the rights of all 
taxpayers may be equally preserved.”
The better doctrine, however, lies be­
tween these two, and might be considered 
the “rule of reason,” however difficult it 
may be to apply. Judge Cooley stated it 
thus (Cooley on T ax’n 272) :
“There must surely be a just and safe 
medium between a view of the revenue 
laws which treats them as harsh enact­
ments to be circumvented and defeated 
if possible, and a view under which they 
acquire an expansive quality in the 
hands of the court, and may be made to 
reach out and bring within their grasp, 
and under the discipline of their severe 
provisions, subjects and cases which it 
is only conjectured may have been with­
in their intent. Revenue laws are not to 
be construed from the standpoint of the 
taxpayer alone, nor of the government 
alone. Construction is not to assume 
either that the taxpayer who raises the 
question of his legal liability under the 
laws is necessarily seeking to avoid a 
duty to the State which protects him, nor, 
on the other hand, that the government, 
in demanding its dues, is a tyrant which, 
while too powerful to be resisted, may 
justifiably be obstructed and defeated 
by any subtle device or ingenious 
sophism whatsoever. There is no legal 
presumption either that the citizen will, 
if possible, evade his duties, or, on the 
other hand, that the government will 
exact unjustly or beyond its needs. All 
construction, therefore, which assumes 
either the one or the other, is likely to 
be mischievous and to take one-sided 
views, not only of the laws, but of 
personal and official conduct.”
The Supreme Court of Connecticut (35 
Conn. 563) speaks to the same effect:
“A law imposing a tax is not to be 
construed strictly because it takes 
money or property in invitum  (although
its provisions are for that reason to be 
strictly executed), for it is taken as a 
share of a necessary public burden; nor 
liberally, like laws intended to effect 
directly some great public object; but 
fairly for the government and justly for 
the citizen, and so as to carry out the 
intention of the legislature, gathered 
from the language used, read in connec­
tion with the general purposes of the 
law, and the nature of the property on 
which the tax is imposed and of the 
legal relation of the taxpayer to it.” 
Earlier cases adopted the English rule in 
dealing with the interpretation of internal 
revenue statutes and customs laws of the 
Federal Government but later, without go­
ing so far to the contrary as to hold these 
Federal laws should be construed liberally, 
the courts concluded that there was no real 
reason to subject them to so strict an in­
terpretation but rather, they should be con­
strued with fairness and justice and in a 
manner such as to make them accomplish 
the purpose designed. The Supreme Court 
in Taylor v. United States, 3 How, 197, 
said in substance that while every law 
which imposed a penalty or forfeiture 
might in a sense be considered a “penal 
law,” yet not every such law must be con­
strued strictly in favor of the citizen for 
some of them were often, and truly de­
served to be considered, remedial. For 
instance, laws enacted for the prevention 
of fraud, for the suppression of a public 
wrong, or to effect a public good, although 
they inflict a penalty on the violator, and 
are not in the strictest sense, penal laws.
The court then said that revenue laws 
should be viewed in somewhat the same 
light, and, as will be shown below, there 
is in reality a definite tendency for the 
courts in construing revenue laws to take 
the more socialized view and subjugate the 
interests of the individual citizen to those 
of the body politic generally. They should 
be, continued the court, construed in such 
a manner as most effectually to accomplish 
the intention of the legislature enacting 
them. W e need hardly inquire the general 
intent of Congress in passing a revenue 
act, but the Supreme Court, in U. S. v. 
One Hundred Barrels o f Spirits, 2Abb. 
(U . S.) 305, tells better what is meant by 
the above when it said :
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“It is the duty of the court to study 
the whole statute, its policy, its spirit, its 
purpose, its language, and giving to the 
words used their obvious and natural 
import, to read the act with these aids 
in such a way as will best effectuate 
the intention of the legislature. Legis­
lative intention is the guide to true 
judicial interpretation.”
Perhaps we can understand better now 
those cases decided in recent years, which 
serve so nobly as aegis to the administra­
tive officers, particularly of the Treasury 
Department of the United States, in their 
determinations of tax liability, the protec­
tion which has been thrown about their 
activities and the freedom which has con­
sequently been given them by the courts 
in the administration of the revenue laws.
W ithout considering the further possible 
refinements, statutory construction princi­
ples which have specific application to tax 
laws may briefly be summed up as fol­
lows :2
(1) The intent of the law-making body 
is the law.
(2) Doubt in a tax law shall be resolved 
in favor of the taxpayer.
(3) Those who set up an exception or 
exemption must establish it as being within 
the words, as well as the reason, of the 
provisos giving exception.
(4) The simple method of calculation is 
preferred.
(5) The re-enactment of legislation 
after the construction of similar legislation 
by the executive department would seem 
an approval of such construction.
(6 ) A regulation made in pursuance of 
an act of Congress has the force of law.
2In a recent decision ( George F. 
Piper, Jr. v. Lem  M. Willcuts, decided 
April 11, 1933) the United States Circuit 
Court of Appeals, Eighth Circuit, stated 
some established rules of law in interpre­
tation of tax laws as follows:
(1) “It may be conceded that, where 
in the language of a statute the legisla­
tive body’s intent clearly appears it is 
to be presumed that it said what it meant 
to say ; but courts should construe a 
statute in such manner as to avoid ab­
surdity or injustice.” Echols v. Com­
missioner, (C. C. A. 8 ) 61F (2d) 191.
W hether the intent of the law-making 
body expressed in ( 1) above should, in 
view of recent decisions, prevail over 
the second principle of resolving all doubts 
in favor of the taxpayer, where an 
ambiguity arises on the face of a tax 
statute, is not readily apparent from the 
decided cases. However, it is fundamental 
that the intent of the legislature must be 
first sought from the language employed 
and other aids as to intention cannot be 
resorted to in absence of ambiguity. Con­
struing a doubt in favor of a taxpayer 
probably means then that courts are not 
at liberty, by construction or legal fiction, 
to enlarge their scope to include subjects 
of taxation not within the terms of the 
law3, and intention of the legislature in 
event of ambiguity cannot be sought from 
committee reports and such outside
(2) “A statute should be reasonably 
construed to carry out its purposes and 
objects where the meaning is not per­
fectly clear. Fidelity National Bank and 
Trust Co. v. Commissioner, (C. C. A. 
8 ) 39F (2d) 58.
(3) “ ‘A thing may be within the 
letter of a statute and not within its 
meaning, and within its meaning, though 
not within its letter. The intention of 
the lawmaker is the law.’ Sm ythe v. 
Fiske, 23 Wall. 374, 380.
(4) “ ‘The rule of strict construction 
will not be pressed so far as to reduce 
a taxing statute to a practical nullity by 
permitting easy evasion.’ Carbon Steel 
Co., v. Lewellyn, 251 U. S. 501.
(5) “ ‘The rule that tax laws shall 
be construed favorably for the taxpayers 
is not a reason for creating or exag­
gerating doubts of their meaning.’ Irwin, 
Collector v. Gavit, 268 U. S. 161.
(6 ) “The intention of the lawmaker 
is the law, and must govern where it 
may be deduced reasonably from the 
language employed. Burnet v. Harmel, 
287 U. S. 103, 108.
(7) “Long established departmental 
practice is entitled to much consideration. 
Commissioner v. Liberty National Bank, 
(C. C. A. 10) 58 F. (2d) 47; Fidelity 
National Bank and Trust Company v. 
Commissioner, (C. C. A. 8 ) 39F (2d)
1. c. 61”
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sources, for it is the unbroken rule of 
Federal courts that no property is subject 
to taxation unless the legislative intent to 
tax it is clearly made m anifest.3
The courts have been most liberal in 
construing the constitutional extent of the 
powers of taxation of the states. W ith 
the State practically all-powerful in its 
selection of the subjects of taxation and 
the amount of tax which shall be levied, 
the helplessness of the citizen demands, 
for his protection, that if the legislature 
intends to tax him, it shall at least be re­
quired to say so, in clear and unmistakable 
terms.4 (The same reasoning now is ap­
plied to the Federal taxing power.) And 
as the court in the case of American-La- 
France Fire Engine Co. v. Riordan, 6  Fed. 
(2d) 964, perspicuously states :5
“In the interpretation of statutes 
levying taxes, the rule is well established
3U. S. v. Watts, 1 Bond 580.
4Smietanka v. Bank, 257 U. S. 602, 
606, 42 S. Ct. 223, 66  L. Ed. 391; United 
States v. Field, 225 U. S. 257, 262, 41 S. 
Ct. 256, 65 L. Ed. 617, 18 A. L. R. 461; 
Gould v. Gould, 245 U. S. 151, 153, 38 S. 
Ct. 53, 62 L. Ed. 211; Benziger v. United 
States, 192 U. S. 38, 55, 24 S. Ct. 189, 
48 L. Ed. 331; Eidman v. Martinez, 184 
U. S. 578, 583, 22 S. Ct. 515, 46 L. Ed. 
697; Treat v. W hite, 181 U. S. 264, 267, 
21 S. Ct. 611, 45 L. Ed. 853; American 
N et & Twine Company v. Worthington, 
141 U. S. 468, 474, 12 S. Ct. 55, 35 L. Ed. 
821; Hartranft v. Weigmann, 121 U. S. 
609, 616, 7 S. Ct. 1240, 30 L. Ed. 1012 ; 
United States v. Isham, 17 Wall, (84 U. 
S.) 496, 504, 21 L. Ed. 728; Central R. 
Co. v. D uffy, 289 F. 354, 359, (3d C. C. 
A.) ; Merriam v. United States, 282 F. 
851, 855, (2d C. C. A .) ; Rudolph v. Knox, 
280 F. 1007, 1009, 52 App. D. C. 33; Day­
ton Brass Castings Co. v. Gilligan, (C. C. 
A.) 227 F. 227, 229; Cartier v. Doyle, (C. 
C. A.) 277 F. 150, 152; Rice v. United 
States, 53 F. 910, 4 C. C. A. 104; United 
States v. Wigglesworth, Fed. Cas. No. 
16,690 (Justice Story) ; Powers v. Barney, 
Fed. Cas. No. 11,361 (Justice Nelson).
5See also Eidman v. Martinez, 184 
U. S. 578, 22 S. Ct. 515, 46 L. Ed. 697; 
Edwards v. Wabash Ry. Co., (C. C. A.) 
264 F. 610.
not to extend their provisions by impli­
cation beyond the clear import of the 
language employed or to enlarge the 
operation so as to embrace matters not 
specifically pointed out. Where doubt 
exists in construction, that construction 
is adopted which is most strongly 
against the taxing power and in favor 
of the citizens.”
It would follow then from (1) and (2) 
above that once it is shown beyond doubt, 
that the subject is one of a taxable class 
within the purview of a statute the third 
rule comes into play, that an exception or 
exemption claimed must be established as 
being within the words as well as the 
reason, of the proviso giving the ex­
ception, and any doubt as to the extent 
of the exception must then be resolved in 
favor of the sovereignty6 for it is an extra­
ordinary grace of the sovereign power and 
to be strictly construed .7 I t would seem 
that if a statute were to be strictly con­
strued in favor of the taxpayer at all it 
should be so throughout. But here the onus 
probandi is on the taxpayer and he has 
the burden of showing expressly that he 
is within the provisions of grace. This 
obviously is a violent departure from the 
rule of strict construction and goes rather 
to the other extreme, for the presumption 
of taxability created must here be incon­
trovertibly overcome by the taxpayer.
W e come then to the fourth rule. 
Generally the simple method of calcula­
tion is preferred ,8 and such refinements in 
mathematics as algebraic formulae are not 
to be imputed to legislators. In other 
words, the intendment of Congress is here 
entirely the thing, and there is created on
6Bank of Commerce v. Tenn., 161 U. S. 
134; Swan and Finch Co. v. U. S., 190 
U. S. 143.
7M ilford v. County Commissioners, 213 
Mass. 165; Accident Co. v. Pickering. 
(D. C.) 281 F. 539; Javierre v . Central 
Altogracia, 30 S. Ct. 598, 217 U. S. 502, 
54 L. Ed. 859; Schlemmer v. Railway Co., 
27 S. Ct. 407, 205 U. S. 10, 51 L. Ed. 681; 
Cornell v. Coyne, 24 S. Ct. 383, 192 U. S. 
418. 48 L. Ed. 504.
8Edwards v. Slocum, 287 Fed. (2nd)
651; Id. 44 St. Ct. 293; 264 U. S. 61. 68
L. Ed. 564.
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that basis the proposition that where the 
requirement of computing a tax in a given 
case devolves upon the administrative 
officers, the method of computation which 
a plain man would understand is the 
method to be used. This rule manifestly 
favors neither side and probably is unique 
in that it presents no problem of applica­
tion and is fair to everyone. The only 
possible criticism is that it fails to flatter 
the congressmen.
There remains then to be considered the 
influence upon the construction of a statute 
resulting from the meaning assigned by 
administrative officers. Here there is 
little question that the taxpayer is at a 
tremendous disadvantage, for the great 
body of taxpayers is inarticulate and a 
taxpayer’s contentions in respect to a 
particular departmental construction may 
remain like the voice crying in the wilder­
ness until some one taxpayer goes into 
the courts for a judicial determination of 
suspected infringement of rights which are 
of sufficient importance from a monetary 
standpoint to warrant undertaking the 
costly legal steps to protect them. Before 
one such taxpayer arises to take up the 
common cause a long period may elapse, 
and it is just this lapse of time which 
gives the departmental construction the 
weight it requires to give it the force and 
effect of law. As the principle is stated 
in Brewster v. Gage, 280 U. S. 327:
“The practical interpretation of an 
ambiguous or doubtful statute that has 
been acted upon by officers charged with 
its administration will not be disturbed 
except for weighty reasons. Logan v. 
Davis, 233 U. S. 613, Maryland Casu­
alty Co., 251 U. S. 342, Swendig v. 
Washington Co., 265 U. S. 322.”
This rule undoubtedly is an extension of 
the rule of contemporaneous construction, 
long held to be entitled to “respectful” 
consideration9 and the rule extends quite 
naturally to Departmental Regulations 
which enjoy the additional fortification of 
being made pursuant to express authority, 
for as such they are valid unless unreason-
9Holy Trinity Church v. U .S .,  145 U. S. 
457; Donovitz v. U. S., 281 U. S. 389.
10Fowens Machine Co. v. U. S., 282 
U. S. 375; U. S. v. Grimand, 220 U. S. 
506.
able or inconsistent with the statute.10 This 
rule is qualified only where the construc­
tion is “neither uniform, general or long 
continued.” 11 Obviously the rule which 
holds that a regulation made in pursuance 
of an act of Congress has the force and 
effect of law is restricted in its application, 
for it is quite apt to result in nothing less 
than a delegation of legislative powers, and 
the attempts to enforce the regulations 
promulgated thereunder may be in viola­
tion of the Constitution unless confined to 
well defined limits or unless no attempt is 
made by the regulations promulgated to 
extend the provisions of the law in any 
respect or form. The burden of proving 
that the provisions of the statute have been 
extended, however, again rests on the tax­
payer and the courts will incline to the 
construction of the administrative officers 
in event of doubt.
The last rule to be considered, one which 
seems to be generally accepted, namely, 
that a reenactment of a statute without 
substantial change may amount to an im­
plied legislative approval of the construc­
tion placed upon it by the administrative 
officers charged with its enforcement,12 is 
based on nothing but sheer superstition. It 
presupposes that Congress (or other leg­
islative body) diligently examines all regu­
lations in interpretation of the laws and 
their application by administrative officials, 
and if such interpretation of a given pro­
vision of law is found to be contrary to 
the intent of its enactment, the legislative 
body on its own initiative changes the stat­
ute to repudiate the construction placed 
upon it. Conversely, the rule further pre­
supposes that the statutes which are un­
changed have been found, in the light of 
diligent examination of administrative con­
struction, to have been interpreted in ac­
cord with the intended meaning of the 
legislation. Anyone conversant with the 
propensities and idiosyncracies of legisla­
tive bodies knows that, as a rule, nothing 
is further from the tru th ; hence, assump­
tion that failure to amend in view of ad­
ministrative construction is legislative rec­
11 Red W ing Molting Co. v. Willcuts,
15 Fed. (2d) 626.
12National Lead Co. v. U. S., 282 U. S. 
140; U. S. v. Farrar, 281 U. S. 624; Poe 
v. Seaborn, 282 U. S. 101.
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ognition and approval of the construction 
of a statute is, probably more often than 
not, badly amiss. Administrative officers 
tend to broaden their own powers by their 
regulations, and, unless a case arises suffi­
ciently soon after the regulation is pro­
mulgated wherein it is to the taxpayer’s 
overwhelming advantage to procure a ju­
dicial determination as to the justice of the 
construction, the construction becomes 
virtually “lulled into security” according 
to this rule. This rule seems to have but 
little more tenacity than its companion 
piece, the idea often urged that a reen­
actment of a statute in the same identical 
terms subsequent to a change in the regu­
lations, or construction pertinent thereto, 
is the tacit approval of Congress to the 
regulations or construction as altered by 
the administrative officers.
Whether the appellate courts have been 
induced to accept this bit of, what seems 
to be, manifest fiction as a result of organ­
ized and persistent plugging of the idea by 
government counsel, or whether they have 
been moved by considerations of public
policy to grant liberality to administrative 
officials in view of present-day conditions, 
is immaterial. The astounding fact is that 
it now represents generally accepted views. 
The discussion above serves to indicate 
how far we have wandered from the old 
principles of strict construction and how 
far we have gone in some respects to the 
other extreme. It is apparent that counsel 
for taxpayers have been at a disadvantage 
in that they have had no organized or 
unified campaign prosecuted in the interest 
of less liberality of construction. Perhaps, 
not without considerable force and reason 
has it been suggested that, as a remedy 
for and preventive against judicial creation 
of adverse rules of statutory construction, 
a body of counsel should be maintained for 
the benefit of taxpayers, such as is main­
tained for the Government, to protect their 
interests as the courts have assumed their 
interests are protected by the legislative 
branch of the Government, as above stated, 
and in certain important or hard cases 
where the issue is well defined as largely 
statutory serve in the capacity of amicus 
curiae.
Institution “Per Capita” Costs
by H. A r n o l d  S t r a n g m a n ,
Los Angeles, Cal.
"  P ER CAPITA” costs are to the Insti­
tution executive of much the same 
significance as “unit costs” to the Manu­
facturing executive.
The Expenses of operating an Institu­
tion should be segregated into “Depart­
ments” according to functions or activities. 
While the total cost per department is in­
formative, of much greater value is the 
“per capita” cost per department, for the 
reason that it establishes a common basis 
for comparative purposes, etc. For ex­
ample :
Statement “A ”














Education 60 January $300 $5
65 February 325 5
68 March 340 5
70 April 350 5
Statement “B” clearly reflects the reason 
for the increased Expenses each month, 
i.e., additional Inmates: it further shows 
that the “unit” or “per capita” cost has 
not changed.
To illustrate the classification of Ex­
penses by Departments according to func­
tions or activities, a Children’s Institution 
is taken as an example.
The following Statement shows the Dis­
tribution Expenses per Department, and 
“Per Capita” costs:
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ST A T E M EN T  O F O PE R A T IN G  E X P E N S E S —JA N U A R Y  
N U M B ER  O F IN M A T E S— 50
P E R
IT E M  E X P E N S E S  C A P IT A
Subsistence and Care
Food Supplies ............................................................  500. 10.00
Clothing ....................................................................... 80. 1.60
Toilet Supplies .......................................................... 30. .60
Laundry ....................................................................... 40. .80
Salaries—Matron, Cook ........................................  150. 800. 3.00 16.00
Medical and Dental
Medical Services and S u p p lie s .............................. ........45. .90
Dental S e rv ice s ..................................................................45. .90
Insurance—Building and Equipment ................. ........10. .20
Depreciation—Building (Hospital) ..................... ........10. .20
Equipment ...................................... ........10. .20
Taxes—prorated ................................................................20. .40
Salary—Nurse ............................................................ ........50. 190. 1.00 3.80
Education
Books and Stationery .............................................  90. 1.80
Repairs— Equipment ...............................................  15. .30
Insurance—Building and E qu ipm en t...................  15. .30
Depreciation—Building (School) .......................  25. .50
Equipment ......................................  50. 1.00
Taxes—prorated ........................................................  25. .50
Salaries—Teachers .................................................... 450. 670. 9.00 13.40
Recreation
Supplies ....................................................................... 35. .70
Insurance—Building and Equipment .................  10. .20
Depreciation—Building (Gymnasium) ...............  20. .40
Equipment ......................................  30. .60
Taxes—prorated ........................................................ 20. 115. .40 2.30
Household
Supplies—Dormitories .............................................  15. .30
Dining R o o m ........................................... 20. .40
Kitchen .................................................... 30. .60
Electricity ..................................................................  20. .40
Gas ...............................................................................  30. .60
W ater ........................................................................... 18. .36
Insurance—Building and E qu ipm en t...................  25. .50
Depreciation— Building ........................................... 50. 1.00
Depreciation Equipment—Dormitories ...............  30. .60
Dining R o o m ............. 25. .50
Kitchen .......................  50. 1.00
Taxes—prorated ........................................................ 45. .90
Salary—Housekeeper ...............................................  50. 408. 1.00 8.16
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Administration and General
Office E x p en se s ..........................................................
Telephone ..................................................................




Salaries—Business M anager; Superintendent;







$3028.T O TA L  E X P E N S E S  ..................................   60.56
S T A F F  M E A L S . The cost of meals supplied to the Staff of the Institution 
should be computed each month and deducted from cost of Food Supplies for 
the Inmates, v iz :
Total Cost of Food S u p p lie s .............................................................................$600.00
Number of persons fed: Inmates ..................................... 50
Staff ........................................... 10
Total ......................................... 60
Cost of Staff Meals equals 10/60ths of $600.00, or $100.00 
Cost of Inmates’ Meals equals 50/60ths of $600.00, or $500.00 
The following Journal entry would be m ade:
Staff Meals, DR ............... 100.00
Food Supplies, CR ................... 100.00
FOOD S U P P L IE S . Large Institutions would carry analysis columns for Meat, 
Dairy Products, Bread, etc., F ruit and Vegetables, Groceries, etc.
Owing to the large number of applications that have been received for ad­
mission to the Institution it is desired to determine the M AXIM UM  number of 
Inmates that can be cared for, predicated upon the expenses shown in the fore­
going statement. The monthly income is a fixed amount—$3500.00. It might 
be thought that the information required could be computed by dividing the 
Monthly Income by the Total Per Capita Cost ($3500.00 divided by $60.56—57). 
This method, however, does not provide a correct solution to the problem. The 
following facts must be considered. Expenses of an Institution are of two 
kinds:
Constant Expenses—those expenses that do not vary in relation to the number 
of Inmates, e.g., Taxes, Insurance, etc.
Fluctuating Expenses—those expenses that do vary in relation to the number 
of Inmates, e.g. Food, Clothing etc.
The Fluctuating Expenses are as follows:
F o o d .................................................................. $500.00
C lo th in g ............................................................  80.00
Toilet S u p p lie s ...............................................  30.00
Laundry ...........................................................  40.00
Medical and Dental......................................... 90.00
Books and Stationery....................................  90.00 $830.00
The Total Expenses w ere..........................$3028.00
Fluctuating E x p en ses ................................  830.00—Per Capita $16.60
Establishing “Constant Expenses” in am ount.$2198.00
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The Monthly Income is 
Constant Expenses . . .
Available for Fluctuating E xpenses.............. $1302.00
The amount available for Fluctuating Expenses, divided by the Per Capita cost 
of Fluctuating Expenses, i.e. ($1302 divided by $16.60—78) is the MAXIMUM 
number of Inmates that can be cared for with the stated Income.
The following Statement reflects the variation of Per Capita costs in rela­
tion to the number of Inmates:
CONSTANT FLUCTUATING TOTAL
No. of EXPENSES EXPENSES EXPENSES
Inmates Total Per Cap. Total Per Cap. Total Per Cap.
30 $2198. $73.26 $498. $16.60 $2696. $89.86
40 2198. 54.95 664. 16.60 2862. 71.55
BASIS 50 2198. 43.96 830. 16.60 3028. 60.56
60 2198. 36.63 996. 16.60 3194. 53.23
70 2198. 31.40 1162. 16.60 3360. 48.00
MAXIMUM 78 2198. 28.18 1295. 16.60 3493. 44.78




The Services of Trade Associations and 
Certified Public Accountants in 
Developing a Business Recovery
Business Progress and Public Wellbeing
It is needless to accentuate the public- 
spirited program inaugurated by the pres­
ent administrative body, as well as by the 
present legislative body. Countless numbers 
of business leaders and social reformers 
genuinely manifest their interest in the 
new philosophy of government; moreover, 
offer their cooperation and support. It 
may be said that the road to a business 
recovery must be so constructed that the 
forces of civilization may carry on their 
humane activities with benefit to the public 
at large.
The cardinal task of business institutions 
should be the well-being of the general 
public. The experiences of the past four 
years should serve as a warning to public- 
spirited business leaders, as well as to 
progressive government. It is appropriate
to suggest that the plan of industrial and 
commercial recovery should be shaped 
scientifically with regard to production and 
distribution. We must be mindful that 
there now are and will continue to be bar­
riers to any suggested plan. These should 
not frighten those who are ready to em­
bark on a journey of improvement.
The leaders of the New Deal are shoul­
dering a responsible task, moreover, 
charged with the preservation of public 
well-being. Thus, it should be the duty of 
every citizen of the country to lend his or 
her support toward this noble endeavor 
that will foster and fortify the pillars of 
civilization.
Services of Trade Associations
It is, indeed, gratifying to comment on 
the activities of the present administration 
with regard to its confidence, moreover,
by R i c h a r d  K o lb ,  B.C.S., New York City
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with regard to its recognition of the infinite 
services of trade associations toward a 
speedy economic recovery.
The countless number of trade associa­
tions, the countless number of chambers of 
commerce, have continually manifested 
their interest in business progress, by the 
use of educational programs pertaining to 
membership cooperation, to trade ethics 
and above all to safeguarding public well­
being.
There is no need of accentuating the fact 
that trade associations in the United States 
were established to foster economic well­
being. Their machinery is adequately 
equipped to cope with problems and issues 
arising in the field of business. However, 
in view of the fact that trade and industry 
made rapid progress under the “laissez- 
faire” doctrine, business executives made 
little use of the services offered by trade 
associations. Thus, the present economic 
depression may safely be attributed to the 
failure of the aforementioned.
Progress of civilization as viewed from 
the past, is subject to trial by error; there­
fore, it is appropriate and timely to say 
that the errors of the past should serve as 
a future guide for man’s endeavor in the 
field of Industry and Commerce.
Business executives since the inaugura­
tion of the new administration, have genu­
inely manifested their cooperation and 
their assistance along the lines of improv­
ing the wheels of industry and commerce, 
not only for their own benefit, but for the 
benefit of the general public at large. 
Moreover, they keenly look forward to ad­
hering to the programs that trade associa­
tions will inaugurate in the near future. 
The experience obtained during the last 
four years is deeply rooted in their hearts, 
as most business executives liberally assist 
the army of unemployed. This cogent fact 
manifests their interest in public well-being, 
which they endeavor to advance simultane­
ously with the economic recovery.
A  Suggestive Program
It goes without saying that it would be 
inappropriate, moreover, irrational to sug­
gest a definite program along the lines of 
services of trade associations, as their ma­
chinery is well-equipped to weather the
stormy depression successfully. However, 
practical economists and certified public 
accountants, by virtue of their training 
and experience, may be justified in recom­
mending an economic chart that trade 
organizations should endeavor to consider 
from the point of view of practical appli­
cation. In lieu of the aforementioned, the 
program of trade associations, as viewed 
by the science of accountancy and by the 
science of economics, should embody the 
following provisions:
(1) To endeavor to assist the govern­
ment along the lines of the “na­
tional industrial recovery plan.” No 
efforts should be spared on the part 
of trade associations to inform 
and to consult the government on 
major problems affecting the par­
ticular industry and the well-being 
of the people. The cardinal object 
should be to consider the practical 
application of contemplated mea­
sures. An amicable relationship be­
tween the two parties will enable 
them to adjust and to alter such 
measures that have only theoretical 
value or are beneficial to one party 
and detrimental to another.
(2) To launch an educational program 
that would fortify the interest of 
members along the lines of coopera­
tion, and along the lines of adhering 
to official resolutions as well as to 
consensuses of opinions.
(3) To embark on a journey of public­
ity with regard to their activities. 
This would startle the interest not 
only of their members; but that of 
the general public at large.
The above suggested material is the 
philosophical part of the program, as the 
principles of democracy warrant the need 
of its inclusion, in order to facilitate the 
application of the practical provision that 
is contemplated to put into effect.
In view of the fact that the “national 
industrial recovery act” provides adequate 
material for organizing a public-spirited 
plan, trade associations will encounter 
weak opposition in their endeavor to out­
line their program along the following 
lines:
(1) Elimination of unfair competition.
(2) Provision for unemployed insur­
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ance, and pensions.
(3) Shortening the working hours.
(4) Advancing scientific methods of 
operation in industry and in com­
merce.
(5) Assisting members in obtaining 
credit.
(6 ) Furnishing information for quality 
production.
(7) Developing domestic market con­
ditions, as well as foreign.
( 8 ) Gathering information from mem­
bers along the lines of financial and 
profit and loss statements.
It is needless to accentuate the difficulty 
of the task that will confront trade asso­
ciations in their endeavor to accelerate an 
economic recovery. The complex prob­
lems call for effective service as they are 
very intricate.
Services o f Certified Public Accountants
In view of the valuable services public 
accountants offer to business institutions, 
it may safely be said that trade associa­
tions should endeavor to delegate certain 
functions to this group of professional 
men.
Reliable statistical information reveals 
the fact that a limited number of business 
establishments avail themselves of the 
services of independent accountants. It 
seems there appropriate and timely to sug­
gest that members of trade associations 
engage the services of certified public ac­
countants.
The information that trade organiza­
tions will require of their members along 
the lines of financial operation can best be 
adequately furnished with the assistance 
of independent accountants. They are un­
biased in their opinions and conservative 
and prudent with regard to the interpreta­
tion of accounts representing economic 
wealth.
Conclusion
The writer of this article ventures to 
say that the application of the suggested 
program for trade associations, in their 
endeavor to accelerate an economic re­
covery, together with the engagement of 
the services of certified public accountants, 
will clear the clouds on the horizon of the 
economic chaos.
Announcements
H. Ashlin Dykes, C.P.A., formerly of 
the Baltimore office of Haskins & Sells, 
has been transferred to the firm’s executive 
office, 15 Broad Street, New York City.
Louis P. Galenson & Company, Certified 
Public Accountants, announce the removal 
of their offices to 11 Park  Place, New 
York City.
Marks and Krauss, Certified Public Ac­
countants, announce the removal of their 
offices to RKO Building, Rockefeller Cen­
ter, New York City.
Thomas P. Lynch Company, Account­
ants and Auditors, have removed their of­
fices to 1021 Lynch Building, Jacksonville, 
Florida.
Morris Wiener, C.P.A., announces the 
removal of his law offices to 521 Fifth 
Avenue, New York City.
The firm of Boyden, Yardley & Guay, 
Inc., Accountants and Auditors, is now 
located at 120 Boylston Street, Boston, 
Massachusetts.
Notes
J. L. McKewen, C.P.A., was recently 
elected president of the Baltimore Chap­
ter of the National Association of Cost 
Accountants.
On May 2, 1934, Theodore Krohn,
C.P.A., of Newark, New Jersey, addressed 
the Accountancy Club of St. John’s Col­
lege, School of Commerce, Brooklyn, N. 
Y., on “The Professional Practice of Ac­
countancy—Its Opportunities and Obliga­
tions.”
Deneen A. Watson, who as Secretary 
of the National Association of Securities 
Commissioners was a speaker at our Mil­
waukee Meeting, has with C. F. Robertson 
and Charles T. Kramer formed a law firm 
under the name of Robertson, Watson & 
Kramer, with offices at 701 H arris Trust 
Building, 111 W est Monroe Street, Chi­
cago, Illinois.
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A t l a n t i c  C i t y
Of Atlantic City, where the 1934 An­
nual Meeting of The American Society of 
Certified Public Accountants will be held 
in October, it has been said that there is 
no other city which so completely meets 
the requirements of conventions. Atlantic 
City has easy accessibility, ample and ex­
cellent hotel accommodations, a variety of 
entertainment, a healthful and equable cli­
mate and a general atmosphere that is con­
ducive to the successful staging of a gath­
ering such as the coming national conclave 
of Certified Public Accountants.
Atlantic City is only 60 miles from Phil­
adelphia and is easily accessible by splendid 
motor highways as well as by railroad 
from every section of the country. One 
hour from Philadelphia, three hours from 
New York, four and one-half hours from 
Washington, D. C., ten hours from Boston, 
ten hours from Pittsburgh, nineteen hours 
from Chicago and twenty-four hours from 
St. Louis, it is apparent that Atlantic City 
is very fortunately located with relation to 
the larger centers of population.
Frequent trains, unsurpassed for com­
fort, speed and safety, are operated to and 
from Philadelphia and New York via the 
Pennsylvania-Reading Seashore Lines,
connecting conveniently at New York and 
Philadelphia with fast through trains from 
all sections of the United States and 
Canada.
Essentially a city of entertainment, A t­
lantic City’s hotels meet the most exacting 
demands from the standpoint of comfort, 
elegance and service; and of the many fine 
hostelries of which this great ocean resort 
boasts, those which flank the Boardwalk 
include some of the most famous in the 
world. The new and beautiful Hotel Clar­
idge has been chosen as headquarters and 
this happy selection means comfortable, 
luxurious accommodations at a reasonable 
rate—with splendid service and every up- 
to-date facility.
Architecturally beautiful, the Atlantic 
City skyline, rises majestically from the 
ocean’s edge, facing a panorama of kalei­
doscopic beauty—distant yachts, with full­
blown sails silhouetted against an azure 
sky, a variety of seasonal activities along 
the fringe of tumbling surf and the always 
sparkling life of the Boardwalk, a sight 
that never fails to charm even the most 
sophisticated world traveler.
Rivaling the most brilliantly illuminated 
thoroughfares of the world, the Boardwalk
A tlantic City’s  B eautifu l Skyline showing the H otel Claridge
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and the great piers which stretch seaward 
are outlined at night with myriads of elec­
tric lights, producing an effect of thrilling 
beauty. To many persons a stroll on the 
Boardwalk is in itself a most fascinating 
recreation and diversion. None of the 
well-known promenades of the world pro­
vides the vivacity and sprightliness of 
scene and action that fill and charm the 
eye as one beholds the smartly attired 
Boardwalk throngs.
Inseparably associated with the life of 
the Boardwalk are the roller chairs. For 
unique diversion and charm few experi­
ences compare with that of relaxing in a 
roller chair and leisurely enjoying the 
changing spectacle along this famous ma­
rine esplanade.
There will be a wealth of special enter­
tainment for the members of the Society 
and their families who will gather in A t­
lantic City next October. There will be a 
very special entertainment program, but 
Atlantic City of itself, offers many and 
varied attractions; in fact, so many, that 
the average visitor is perplexed not so 
much with “W hat shall we do,” but with 
“Which shall we do ?” In this great pleas­
ure resort there is a diversity and abund­
ance of recreation and entertainment—the 
latest and best in stage productions, motion 
pictures and vaudeville, surf bathing on the 
finest beach along the coast, music and 
dancing in hotels and cafes and on the long 
piers that stretch far out into the sea, a 
seemingly unlimited choice of wholesome, 
pleasant entertainment.
The Annual Convention will be an un­
rivaled opportunity for you and your 
family to enjoy a real vacation in addition 
to the benefits you will obtain from the 
convention sessions. You can make the 
trip at small cost, the reduced railroad 
fares will be in effect for the members of 
your family also, and you can be assured 
of comfortable hotel accommodations at 
moderate cost.
Atlantic City is more than just another 
convention city. It has equipped itself 
with the very best of convention facilities 
and has developed in its citizenry a 
friendly, intelligent attitude that is of 
tremendous help to convention-holding 
organizations. Hotel staffs understand 
and are sympathetic with the aims and ob­
jectives of conventions; and long experi­
ence has taught them to anticipate and 
supply all of the standard requirements 
and needs that are peculiar to individual 
groups. We are confident that this meet­
ing will stand out in the history of the 
association as one of achievement and a 
real step forward in the accomplishment 
of the aims of the group.
Make your preparations now. The 
forthcoming annual gathering of The 
American Society of Certified Public 
Accountants is going to be one of the 
finest it has ever held; and you will want 
to be among the many who will profit from 
it and enjoy the attractions of Atlantic 
City —  the Convention-City-by-the-Sea — 
October 1-4, 1934.
Cost Accountant
( Continued from  Page 402) 
furnish data on what to produce and how 
to produce i t ; on who is efficient and who 
is not, and w hy; on wastes and losses and 
how to correct them ; on savings and the 
rewards therefor; on what departments, 
branches, lines, and products are making 
money, and what are not. If  cost account­
ing cannot be sold for these purposes, it 
cannot permanently be sold at all.
State Board News
ALABAM A 
Announcement is made of the appoint­
ment of Robert E. Troy of Montgomery, 
to the Alabama State Board of Account­
ancy to succeed Leslie J. Richard whose 
term has expired.
N EW  Y O RK  
Winfield McKeon, C.P.A., of New York 
City, has been appointed to the State Board 
of Certified Public Accountant Examiners 
of New York for a term of five years.
Members of the Council on Accountancy 
have been reappointed for a term of three 
years. The Council is composed of Messrs. 
Charles Hecht, Samuel J. Lasser, Samuel
D. Leidesdorf, John T. Madden and Rob­
ert H. Montgomery.
Messrs. Frederick H. Hurdman and 
Luther K. W atkins have been reappointed 
to the C.P.A. Committee on Grievances for 
a term of five years.
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C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s
M ay, 1934
A c c o u n t i n g  T h e o r y
Question 1:
Why is it important to segregate for balance-sheet purposes advances to the 
officers of a company?
Question 2:
A certain company issues “drafts” in payment of its accounts, in lieu of 
checks, in order that it may avoid the Federal tax on checks. These drafts are 
negotiable instruments drawn on the treasurer of the company and the form 
provides that they may be cleared through a designated bank. The company 
settles daily by issuing to the bank its check for the total drafts presented and 
paid by the bank for that day.
In what manner should unpresented drafts be reflected on the balance sheet 
of the company?
Question 3:
May a corporation properly regard as income dividends on its own treasury 
stock when a ready market exists for such stock?
Question 4:
Do you consider it good accounting to reduce capital-surplus accounts by 
charges thereto? Give reasons.
Question 5:
W hat is your understanding of the term “paid-in surplus” ? How would 
this account be affected by sales of treasury stock?
Question 6 :
Under what conditions, if any, do you believe it proper to carry forward the 
earned-surplus account as such to the accounts of (a ) a successor company, or 
(b) a parent company?
Question 7 :
In what way may unrealized profit find its way into the accounts, under 
common corporate practice? In what way, if any, should such profit be disclosed 
on the balance sheet?
The Service of Exam ination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing, Commercial Law and Economics 
and Public Finance as could be used by any State Board for a four-hour examination period, 
and twice as many problems in Practical Accounting as would be erquired fo r two exam ina­
tion periods of four to five hours each. A Board using the service makes its own selections 
and adds any special questions or problems which it desires. The questions in Accounting 
Theory follow.
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Question 8 :
W hat is the purpose of a pro-forma balance sheet? W hat criticisms are fre­
quently offered against the certification of such a balance sheet by accountants?
Question 9:
Section 215 of the National Industrial Recovery Act provides for a capital- 
stock tax. Following is an excerpt from a ruling of the Bureau of Internal Rev­
enue :
W here a domestic corporation is engaged in business during the entire 
calendar year 1933 the capital-stock tax for the fiscal year ended June 30, 
1933, accrued on June 16, 1933, the date of enactment of the Act, and 
the capital-stock tax for the fiscal year ending June 30, 1934, accrued on 
July 1, 1933, the beginning of that fiscal year.
For accounting purposes how would you accrue the tax applicable to a corporation 
having a fiscal year coinciding with the calendar year?
Question 10:
On the published balance sheet of a well-known industrial company appears 
this caption for earned surplus:
“Earned surplus of which $2,058,500.00 is restricted by reason of pur­
chase of treasury stock until such stock is sold or canceled, $3,286,- 
491.03.”
Explain the significance of this caption.
Question 11:
A t December 15, 1933, X Company discounted $40,000 of trade acceptances 
taken in the course of business from Y Company. The maturity dates ran from 
December 26, 1933, to January 18, 1934. Because the Y Company was unable to 
pay the acceptances as they fell due, X Company, on each due date, made funds 
available to Y Company to enable them to meet the obligation, accepting another 
trade acceptance for the funds provided. At December 31, 1933, acceptances of 
$18,000.00 had been taken up in this way, and at the time of your audit at March 
19, 1934, the balance had been similarly paid.
How would you reflect this situation on the balance sheet at December 31, 
1933? Would it be incorrect to reduce the bank balance at December 31, 1933, 
by the amount of the acceptances which had not been taken up?
Question 12:
The financial transactions of a small college are recorded in a double-entry 
set of books. On May 16, 1933, the bookkeeper, acting on misinterpreted instruc­
tions, transferred all the accounts comprising the general endowment fund to the 
building endowment fund, and thereafter all transactions involving both funds 
were recorded in the latter fund. The journal entry of May 16, 1933, follows— 
Owing to current fund by general endowment fund $26.00
Owing to current fund by building endowment
fund ........................................................................  $26.00
Cash with trustees of building fund ..............................  1,811.81
Cash with trustees of general endowment fund 1,811.81
Investments—bonds and mortgages, building fu n d .. 371,713.10 
Investments—bonds and mortgages, general
endowment f u n d .................................................  371,713.10
General endowment fund—net w orth.......................... 373,498.91
Building endowment fund—net w orth ...............  373,498.91
To transfer the assets, liabilities and net worth 
of general endowment fund to building endow­
ment fund as of May 16, 1933.
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An analysis of the net-worth account of the consolidated funds at December 31,
1933, prepared by the bookkeeper follows—
Balance, January 1, 1933—
Building endowment fund ....................................  $473,853.93
General endowment fu n d .................................. .. 361,188.46 $835,042.39
Add—Collections of pledges—proceeds deposited 
with trustee of funds—
Building endowment fund ....................................  $8,475.00
General endowment fu n d ....................................... 15,350.50 23,825.50
$858,867.89
Less—Administrative expenses—
Building endowment fu n d ....................................  $437.50
General endowment fu n d ......................................  52.00 489.50
Balance, December 31, 1933......................................... $858,378.39
A statement of the assets and liabilities of each fund at December 31, 1932, 
and of the consolidated funds at December 31, 1933, follows—
Assets and Liabilities*
Cash with trustees of funds. . . .
Cash in bank ................................
Owing to current fund .................
Investments—bonds and mortgages
Investments—b u ild in g s .................
Accounts payable—buildings . . . .






















Totals ..................................  $361,188.46 $473,853.93 $858,378.39
*Red.
According to the terms of the trust deeds establishing the funds, the monies 
of the general endowment fund may be invested only in bonds and mortgages and 
in loans to other funds; and the monies of the building endowment fund may be 
invested in college buildings and in loans to other funds.
During the year ending December 31, 1933, the principal payments received 
on mortgage loans, amounting to $8,265.50, were reinvested in similar securities.
From the above information, you are to prepare—
(1) Adjusting journal entries that will reestablish the general endowment 
fund as of December 31, 1933.
(2) A statement of assets and liabilities of each fund, showing balances at 
December 31, 1932, the additions to and deductions from each account during the 
year, and the balances existing at December 31, 1933.
Question 13:
Q-T Oil Company has a trade agreement with the Moon Oil Co. whereby 
the latter delivers crude oil to Q-T refineries at Beaumont, Texas, in exchange 
(barrel for barrel) for crude oil delivered by Q-T Oil Company to Moon refineries 
at Midland, Michigan. Gathering and piping expense incurred by the Q-T Oil 
Company in delivering the oil to the Moon refineries is $.125 per barrel. Similar
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costs incurred by Moon Oil Co. in delivering the oil to Beaumont, Texas, are $.085 
per barrel.
A t December 31, 1933, Q-T Oil Company had received 67,500 barrels more 
from the Moon Oil Co. than it had delivered.
You are asked to determine how and at what amount Q-T Oil Company will 
show the 67,500-barrel credit balance on its balance sheet at December 31, 1933, 
bearing in mind the following points:
(1) The market price of crude oil at December 31, 1933, exclusive of gath­
ering and piping expense, was $.95 per barrel at Beaumont, Texas, and $1.02 per 
barrel at Midland, Michigan.
(2) The inventory of crude oil in tanks at Midland, as shown by the books 
of Q-T Oil Company, was $1.05 per barrel.
The Q-T Oil Company desire to net, for balance-sheet purposes, the 67,500- 
barrel credit balance against the inventory of Midland oil on hand. W hat is your 
opinion ?
Question 14:
The books of the A jax Company, a corporation having a fiscal year ending 
April 30, show a net profit of $132,639.42 for the year 1933-1934.
From an audit of the books and from an inspection of the corporate minutes, 
you compile the following particulars:
(1) The president of the company is to receive as compensation an amount 
equal to 20% of the net profit before deduction of Federal income and excess- 
profits taxes.
(2) The net profit per books has been determined after including therein 
as expense $14,375.00 paid to the president as salary advances, but before any 
provision for Federal income and excess-profits taxes.
(3) A reserve for contingencies of $5,000.00 established in the previous 
fiscal year by a charge to operating expenses, and excluded in computing the 
president’s salary and the Federal income-tax liability for that year, was reversed 
during the current year.
(4) In May, 1933, the company credited to current income dividends of 
$1,000.00  received on its own stock which it had purchased in the open market 
for future distribution to its employees as a bonus.
(5) On August 29, 1933, the company remitted to the Federal Collector 
of Internal Revenue the sum of $500.00 in payment of the first year’s tax levied 
against the corporation’s capital stock, which was charged to current operating 
expenses. Operations have been properly charged with the capital-stock tax pay­
able in 1934.
From the above particulars, you are asked to compute the accrued Federal 
income tax and the excess-profits tax liabilities of the company for the fiscal year 
ending April 30, 1934. You are to assume no change in the law and regulations 
in force at the end of 1933.
Question 15:
The A Corporation owns certain properties which it rents to the B Corpora­
tion at an annual rate of $100,000.00. The capital stock of the B Corporation is 
owned entirely by the C Corporation. The A Corporation is liable for a $1,000,-
000.00 6 % mortgage bond issue against the rented properties, interest payable Feb­
ruary 1st and August 1st. The B Corporation at December 31, 1933, owed rent for 
the previous three months. The C Corporation, during 1933, purchased $500,000.00 
of the bonds of the A Corporation for $75,000.00 and, prior to December 31, 1933, 
deposited with the rental agent, who was also the mortgage trustee, all the Feb­
ruary 1, 1934, interest coupons attached thereto as a donation to the B Corpora­
tion. The rental agent issued a receipt stating that the coupons were held for 
application on rental when honored. At February 1, 1934, the B Corporation
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tendered a check for the balance of its 1933 rent, after deducting the payment by 
coupons and received a receipt in full to December 31, 1933.
W hat treatment of the rent liability and of the donation from the parent 
company would be given in the December 31, 1933, balance sheet and related 
earnings statement of the B Corporation?
Question 16:
The American Office Appliance Company has a subsidiary sales company in 
London, which sells office equipment manufactured in the United States by the 
parent company. This equipment is covered by both U. S. and British patents. 
The parent company follows a policy of carrying the British patents in its accounts, 
and charging amortization thereon to the subsidiary through its current account.
The transactions in the patent account and reserve for the year ended Decem­
ber 31, 1933, are shown in the schedules below:
PA T E N T  ACCOU NT
Balance at beginning of year.............................................  $164,800.00
Additions during year—
Patent-renewal fees paid to British Government—
2nd year renewals........................................................ $4,800.00
3rd year renewals........................................................ 6,200.00
Fees paid to patent lawyers in London (including 
expenses and filing fees, etc.) —
For weekly searches of records................................  1,200.00
For objections filed to patent applications of
competitors ..............................................................  2 ,000.00
For defense of patent No. 738,926 filed in 1931.. 4,000.00 
For applications upon which patents were issued. . 3,200.00 
For applications upon which patents were refused 1,800.00 
For applications pending............................................. 2,400.00 25,600.00
Balance at end of y e a r . ...................................................... $190,400.00
R E SE R V E  FO R  P A T E N T  A M O R TIZA TIO N
Balance at beginning of year.............................................  $36,850.00
Amortization charged to profit and loss for year—
1/16 of opening balance.............................................  $10,300.00
1 /2  of 1/16 of additions for year............................ 800.00 11,100.00
Balance at end of year.......................................................... $47,950.00
The British patent laws provide for the granting of patents for a period of
16 years from the date of filing provided that graduated annual renewal fees are 
paid. Patents lapse automatically if renewal fees are not paid.
In  addition to the information given above, you ascertain the following facts. 
Expenditures aggregating $1,600.00 were capitalized in 1932 for applications 
upon patents refused in 1933.
Patents were allowed to lapse in 1933 by non-payment of renewal fees as 
follows:




Comment upon the foreign patent policies of the company, make any adjust­
ments which you believe necessary; and restate the patent and reserve accounts.
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Question 17:
Does the phrase “cost or market whichever is lower” mean that the valuation 
test has been applied to the inventory total or to each item of the inventory?
Would you attach the same interpretation to the phrase “at cost which is 
lower than market” ?
Question 18:
W hat proprieties should an accountant in public practice observe toward his 
fellow practitioners?
Question 19:
W hat do you understand by the term “ fund accounting” ? In the case of 
a municipality, what causes give rise to a separate “ fund” ?
Question 20:
An investment house has made instalment sales at fixed prices to its cus­
tomers of listed securities which it expects to buy on the market for delivery to 
customers when payments on account have been completed. The market price of 
the securities has now declined and the management asks you to give your opinion 
on the propriety of valuing the receipts from its customers as a liability only to 
the extent of the present market values of the expected deliveries. W hat would 
you advise?
Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E d it o r ,  W .  T .  S u n l e y ,  C .P .A .,  E d u ca tio n a l D ir ec to r  
In tern a tio n a l A cco u n ta n ts Society , In c.
Solution to problem 4 of the November, 1933, Examination Service of The 
American Society, published on pages 755-756 of the December, 1933, issue.
A careful reading of this problem will indicate to the candidate certain 
accounts to be shown in the trial balance of the Branch; for example, Cash, 
Customers’ Accounts Receivable, Inventory, Equipment, Rents Payable, etc.
The candidate may, therefore, begin his work by listing these immediately 
visible accounts in trial balance form, adding to the list as other accounts are 
brought to light upon a more thorough analysis during the progress of the 
solution.
Computations supporting various trial balance figures are required. The solu­
tion, therefore, resolves itself into a logical succession of calculations, the sequence 
of which demands clear thinking.
To illustrate, the amount of the outside purchases is computed by adding 
to the remittances from the Home Office ($41,975.00) the purchases for June 
1933 ($3,125.00) for which remittance has not been received and deucting from 
this sum the Accounts Payable at the beginning of the fiscal year ($6,925.15). 
The result ($38,174.85) represents the cost of the outside purchases. This 
figure is used in determining the amount of the payments made on the Accounts 
Payable, which amount in turn forms a part of the computation of the shortage. 
Modified by the percentage of mark-up, the cost of the outside purchases is used 
in calculation of Net Sales, and is also shown as one of the items in the trial 
balance.
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The following trial balance represents the main exhibit of the solution. The 
parenthetical “key” figures refer to the supporting detailed computations.
{Note—Certain items which are not so keyed, are self-evident from the 
statement of the problem and need not be supported by detail.)





Cash ........................................................................... $ 1,916.22
Customers’ Accounts Receivable ........................ 19,526.11
Inventory (retail price) ........................................  15,226.19
Equipment ................................................................  29,665.00
Accounts. Payable ...................................................  $ 12,525.08
Home Office Account ........................................... 111,914.38
Purchases (retail price) :
Home Office ...................................................  128,125.00
(1-c) Outside ..............................................................  47,718.56
(1-b) Income from “mark-up” on P u rch ases .............  9.,543.71
(2) Sales (based on 5% for returns and allowances) 168,877.38
Salaries and Wages ...............................................  24,908.15
(3-a) Rent Expense .......................................................... 8,443.87
(3-b) Rent P a y a b le ............................................................  715.08
(4) Inventory Variation (retail price) ...................  1,922.10
(5) Due from manager (based on 5% for returns
and allowances) .................................................  26,124.43
Totals ................................................................  $303,575.63 $303,575.63
Computations Supporting Trial Balance
( 1) Outside Purchases:
Remittances from Home Office ......................................... $ 41,975.00
Purchases for June 1933, not remitted ............................ 3,125.00
$ 45,100.00
Less—Accounts Payable at June 30, 1932, paid from
remittances ........................................................................... 6,925.15
(a) Purchases for year (at cost) ............................ $ 38,174.85
(b) Mark-up—25% .......................................................  9,543.71
(c) Purchases for year (at retail price) ...............  $ 47,718.56
(2) Sales (all calculations at retail price):
Inventory, June 30, 1932 ...................................................... $ 17,148.29
Purchases:
Home Office ....................................................................  128.125.00
Outside (Item  1-c) .......................................................  47,718.56
$192,991.85
Less—Inventory, June 30, 1933 ......................................... 15,226.19
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$177,765.66
Deduct— 5% (estimated) for Returns and Allowances 8,888.28
Net Sales for year (based on 5% for return a n d --------------- -
allowances) ....................................................................... $168,877.38
(3) Rent Payable:
Amount due, June 30, 1932 .................................................  $ 826.22
(a) Expense for year— 5% Net S a le s ....................................... 8,443.87
$ 9,270.09
Payments on a c c o u n t..............................................................  8,555.01
(b) Amount due, June 30, 1933 .................................................  $ 715.08
(4) Inventory Variation:
Inventory, June 30, 1932 ...................................................... $ 17,148.29
Inventory, June 30, 1933 ...................................................... 15,226.19
Variation (debit) ............................................................  $ 1,922.10
(5) Cash Shortage:
Cash Balance, June 30, 1932 ...............................................  $ 14,962.63
Receipts:
from Home Office ................................  $ 41,975.00
from Collections of Accounts Receiva­
ble (Item  6 ) ....................................... 164,359.23 206,334.23
$221,296.86
Disbursements:
Remittances to Home O ffice ...............  $127,218.13
Salaries and Wages ..............................  24,908.15
Rent ..........................................................  8,555.01
Payments on Accounts Payable
(Item  7) .............................................  32,574.92 193,256.21
Cash Balance, June 30, 1933:
(Should be) ....................................  $ 28,040.65
(Actual) ........................................... 1,916.22
Amount of Cash S h o rtag e ...................  $ 26,124.43
( 6 ) Collections o f Accounts Receivable:
Accounts Receivable, June 30, 1932 ..................................... $ 16,227.08
Sales (Item  2) .........................................................................  168,877.38
$185,104.46
Less—Uncollectible accounts written off ........................ 1,219.12
$183,885.34
Accounts Receivable, June 30, 1933 ............................  19,526.11
Cash collected on ac co u n t...........................................$164,359.23
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(7) Payments on Accounts Payable:
Accounts Payable, June 30, 1932 ......................................... $ 6,925.15
Purchases (at cost) during year (Item  1-a) ...............  38,174.85
$ 45,100.00
Less—Accounts Payable, June 30, 1933 ............................ 12,525.08
Payments made on account ......................................... $ 32,574.92
  T A L K I N G  S H O P
  A  D e p a r t m e n t  C o n d u c t e d  b y  L e w is  G l u i c k ,  C .P .A .
Gems from a recent examination in cor­
poration finance. P. S. She failed.
Q. W hat is meant by ex-dividend?
A. An ex-dividend means a dividend once 
declared but recalled before payment.
Q. Dealing with credit ratios.
A. The relationship of cash to immediate 
current liabilities discloses net worth ; 
the relationship of average inventory 
to cost of goods sold gives profit; the 
relationship of receivables to sales indi­
cates type of customers; the relation­
ship of liabilities to net worth shows 
progress; the relationship of sales to 
total assets indicates salesmanship abil­
ity.A. (To another question.) Rent income re­
ceived in advance is a deferred charge; 
and reserve for depletion is a current 
liability.
At the Jersey meeting, May 21, we sat 
at table with Leo Frankel, Peter Wiegand, 
George Strong and Charlie Hughes, all 
residents of Jersey, but also members of 
the N. Y. State Society and excepting for 
a few stories the only topic discussed was 
the recent letter of the N. Y. society asking 
members to criticise it. That is, to offer 
suggestions showing how the society could 
improve itself and the profession. Morris 
Troper is chairman of the committee, and 
it is a pity that he couldn’t have been with 
us that night. W e have not hesitated to 
tell him just what we thought; and also
( without mentioning names) what others 
thought. But here he would have gotten 
first-hand dope, without restraint.
Accountants don’t like to write le tters; 
if in any way possible they refuse to sign 
their names. There are good reasons for 
this attitude as regards dealing with the 
laity. But why men will growl and gripe 
and bellyache about things they don’t like 
in their societies and refuse to write a com­
plaint, even when urged to do so, is one 
too much for us. Frankly, maybe we have 
been too outspoken at times; maybe we 
would have been elected a director or 
something if we hadn’t told what was on 
our mind. But when a man pays dues 
to an organization, and doesn’t get his 
money’s worth, 99 times out of a hundred 
it is his fault. A lot of times we have 
reported, without concurring in, com­
plaints; and just as often we have been 
rebuked for it; and rebuked by the very 
men whose profession calls for the stating 
of facts without fear or favor. As a re­
porter we seem to have the confidence of 
the profession, for we ask men “what’s on 
your mind” and they tell us. And if we 
use what they tell us for copy, we don’t 
use the names without their sanction. (The 
chief reason why Oldtimer and company 
were created).
All of which simply means that in any 
organization the elected heads must be able 
to take criticism ; and the members should 
give it intelligently; a good right-out-loud
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holler is worth any amount of grumbling. 
One fraternal organization we know, adds 
this to the meeting notices for the annual 
election. “If  you don’t vote at this meet­
ing, don’t kick during the next year.”
We were mighty glad to make the ac­
quaintance of John Flint who made one of 
his extremely rare appearances in Newark. 
This oldtimer Scot didn’t talk enough to 
suit u s ; but then, economic blood will tell, 
even in words.
The N. Y. State Society committee on 
machinery, which puts on its annual Octo­
ber exhibits, includes more Jerseyites than 
New Yorkers; since the Jersey Society is 
sponsoring our American Society meeting 
in Atlantic City this committee is taking 
over the job of arranging exhibits there. 
It is estimated that it won’t cost an extra 
dollar.
TA X ES
Frank Vanderlip (see page 295 of our 
May issue) lost a tax case in the court of 
claims, May 7. Considering the new regu­
lations and forms in respect to depreciation 
and the avowed intention of the adminis­
tration to curtail deductions for this ever­
present cost, the case of the F irst National 
Bank in Mobile (30 BTA No. 99) is most 
important. The Board held that obsoles­
ence must be computed as a major factor. 
Fewer and fewer C.P.A’s appear as coun­
sel before the BTA. It is therefore grati­
fying to note two recent cases in which 
members of our profession did rather well. 
A. E. Surdam split a decision in the mat­
ter of Niagara et al. (30BTA No. 105.) 
The point on which he won is of particular 
interest in view of the changes in the 1934 
act making transactions in a corporation’s 
own stock taxable. Anson Herrick heard 
the Board say “On this issue the determi­
nation of the respondent is reversed,” in 
the matter of Remco and Caspar. (30 BTA 
No. 89.)
In 1923 we sat as a juror in the case of 
one Bing, whose counsel was Lewis Isaacs. 
The man, if not the case, had clean escaped 
our memory until 30 BTA No. 65 came 
along where the same client and same at­
torney lost the case; and then on May 15 
we met the lawyer himself at a meeting
where Chancellor Chase of N. Y. U. was 
the guest of honor and a most interesting 
speaker. The biggest case in a long time 
is R itter Lumber (30 BTA No. 38). Two 
solid pages are required to merely sum­
marize the findings; the facts and opinions 
cover 55 more pages. There were 49 is­
sues ; and the decision quite naturally 
rounded up the number. (diagram : it was 
a rule 50.)
Are trade marks subject to depreciation? 
Answer: See 30 BTA No. 48, case of N or­
wich Pharmacal. Does it pay to be a law­
yer? Answer: See case of Cook, 30 BTA 
No. 40. He had an income of $327,488.75 
in 1929 exclusive of capital net gain.
Overheard recently, the speaker being a 
total stranger, against whom we were 
jammed in a crowd. “You see I was laid 
off, so when I heard about this bookkeep­
ing job, I decided it was better than noth­
ing; public accounting is dead in the sum­
mer at best. But the guy wouldn’t take 
me. Sure; I knew too much accounting. 
He wanted a man he could tell ‘charge that 
here; that there; this the other place. You
C.P.A’s won’t do that’.” Anybody know 
any finer compliment to our profession?
Sinbad has been having the time of his 
life with the United States fleet in New 
York. Renewing old acquaintances and 
visiting new ships (give him a chance and 
he’ll talk almost as long about the SARA ­
TOGA as that aircraft carrier’s 888  feet). 
People he hardly ever hears from have 
been calling him up to see if he couldn’t 
take them aboard this and that ship when 
the mobs were absent; or get them permits 
to do so. Such popularity is pleasant even 
if temporary.
W e have to thank a “niece” not yet eight 
years old for introducing us to the most 
gorgeous accountant in literature. She be­
came enamoured of the Paul Bunyan sto­
ries, of which we knew little beyond the 
gigantic character of Paul. So to satisfy 
her demands that we tell her more stories 
we got the book by James Stevens and 
read it. W e don’t see how anyone can 
help enjoying it regardless of his age. And 
the colorful character of Johnny Inkslinger
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should appeal to every C.P.A.
Of course we never have grown up. 
Clowns give us particular joy. W. C. 
Fields, in the movie version of “Mr. Bis­
bee’s Princess,” is fine. And no matter 
what the result of a game, if Nick Altrock 
has been on the field, we’ve had our 
money’s worth.
Last month we got into a peculiar time 
jam on the 19th which precluded our w rit­
ing up any dialogue, which takes more 
time than the short paragraphs. This 
month however we delivered our copy to 
Mr. Springer in person, for we are back 
in the Navy again, if duty in the depart­
ment in W ashington can be considered 
being in the Navy. And so we come to 
our annual call for information regarding 
any CPA who does reserve training duty 
in either Army or Navy.
It is our misfortune that we have been 
able to attend only two meetings of the 
Washington (D. C.) C PA ’S. The first 
one was in December of 1926; the weather 
was cold but the entertainment W ARM . 
The second one was on the summer solis­
tice this year (June 21 to you), and the 
weather was W ARM , but the meeting was 
cooling. Professor Taggart of Ann Arbor, 
speaking off the record, was good; it was 
a particular pleasure for us to meet in per­
son the man whose book on leaseholds 
under the income tax we reviewed in these 
columns some years ago. W e also renewed 
many old acquaintances, and made new 
ones; and we hope we’ll get to many more
D. C. meetings in the near future.
T H E  S H O P  TA LK ERS
“W hat are you peeved about, Kid ?” said 
Blank as the Kid dropped into his luncheon 
chair. “W hat has erased the smile from 
your face?”
“These blankety blank lawyers,” retorted 
the Kid. “I ’m only an innocent bystander 
and you’d have thought I was the criminal.” 
“ In other words,” said Oldtimer, “you’ve 
been cross-examined.”
“Double crossed,” growled the Kid. 
“Make me spend two days hanging around 
a courtroom, and then I ’m on the stand 
only 16 minutes. And being only a witness
as to facts I can’t collect a cent for my 
time, as I might if I were an expert.” 
“Take my word for it,” said Oldtimer, 
“an expert witness earns his fees. No 
quarter hours for him in the witness chair. 
I t ’s hours, and days, and re-examination, 
and everything.”
“Well, what was all the shooting for 
anyhow?” said Dash.
“Several years ago the firm I was work­
ing for made an investigation for a man 
who had been offered an interest in a firm. 
The boss took me around, introduced me, 
and left me there to do the job and report 
back directly to the client, who was in a 
hurry. H e didn’t buy in. The firm dis­
solves, and the partners start litigation last 
year. One of them remembers the impar­
tial investigation by my firm, and his law­
yer goes around to see if he can get some 
evidence. The boss says I ’m the only one 
who can give it and they come around and 
slap a subpoena on me; and I ’m hooked.” 
“Well, what did they want of you,” in­
quired Blank.
“H ad I or had I not seen certain insur­
ance policies ? W hat had I found in certain 
accounts? And so forth. Of course I ’d 
gone around to the old firm and studied up 
the working papers, so my memory was 
pretty well refreshed; and the lawyer who 
had summoned me brought that out at 
once. But the opposition lawyer did his 
best to make it appear that even so I 
couldn’t remember so much so well. And 
what with objections and exceptions and 
move to strike out and a lot of other legal 
twaddle I ’m just peeved.”
“Okay,” said Dash. “You eat your lunch 
and let me get rid of a much more serious 
peeve, which affects all of us. And that’s 
this black buzzard.”
“ Shush; hush,” cautioned Blank. “W ant 
the Ogpu to get you?”
“T hat’s just it,” said Dash. “W hy 
shouldn’t I have my constitutional right to 
say what I think about a law that is cutting 
my income and raising my cost of living.” 
“Never mind,” said Oldtimer. “Just 
what recent manifestation of the N.R.A. 
has gotten under your skin?”
“Well,” said Dash, “you all know how 
it i s ; even you big firms, Oldtimer, suffer 
from uneven distribution of work. And 
for fellows like Blank and myself, with
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monthly audits making the bulk of our 
practice, there is always a jam to get out 
all the reports by the magic tenth of the 
month. Now along come the codes; no 
work Saturday. The first of this month 
falls on Friday. So in a couple of small 
places where the bookkeepers are always 
ready on the fourth this month, they 
weren’t ready till the fifth and sixth. And 
my entire schedule is upset; and the clients 
who are even sorer at General Johnson 
than I am take it out on me, and tell me 
that I can work as long and as many days 
as I need; and want their statements just 
as promptly.
“W hat’s more, putting on extra men 
won’t d o ; I can use them for only a few 
days the beginning of each m onth; I can’t 
rely on getting the same men each m onth; 
and sending different men around each 
m onth; is annoying to the client, and dan­
gerous for the accountant.”
“And with independence day falling on 
the fourth, you’ll be in the same jam next 
month too,” said Blank, consolingly.
“H urray for Tom Jefferson!” said the 
Kid.
“Well, it certainly is a dilemma,” said 
Oldtimer. “And reminds me that those 
who attend the Atlantic City convention 
will hear one of my cronies read a paper 
on ‘Accountancy, the Most Dangerous 
Profession’.”
“I ’ll be there /’ responded Blank.
“Me too,” said the Kid.
“W hy not all of us?” said Dash.
“Well, I ’ll bite,” said the Kid. “W hy 
not ?”
And at the last minute the Youngster 
comes up with th is : A C.P.A. firm is suc­
cessful nowadays when it has more clients 
than partners.
C o d e  o f  P r o f e s s i o n a l  C o n d u c t
The Board of Registration of Certified 
Public Accountants for Massachusetts has 
recently adopted a Receipt for Certificate 
and code of professional conduct which 
should be of interest to the profession in 
all states. It is put out in a 5½x8½ four- 
page folder and reads as follows:
1. No holder of a certificate in practice 
as an individual shall use the phrase 
“and Company” and /o r “Certified 
Public Accountants” as a part of the 
name under which he practices when 
no partnership actually exists.
2. To quote from Section 87-E, Chapter 
470, Acts of the Massachusetts Stat­
utes, “No partnership unless all of its 
members are registered under the pro­
visions of this act and no corporation 
shall use the words ‘Certified Public 
Accountants’ in describing the part­
nership or corporation or the business 
thereof; provided that any partner­
ship or corporation may represent that 
a specified person registered under 
said provisions is a member of such 
partnership or is in the service of such 
partnership or corporation.”
3. A partnership or association using the 
description “and Company” or prac­
ticing under a firm name which does 
not disclose the identity of all of the 
members thereof is required to file 
with the Board of Registration the 
names and addresses of the members 
of such firm, it being understood that 
no member thereof is permitted to 
designate himself as a Certified Public 
Accountant unless he is so. certified 
under the laws of the Commonwealth 
of Massachusetts. It is also required 
that the Board be advised of any sub­
sequent change in the membership of 
such firm.
4. No holder of a certificate shall either 
certify to or sign his name to any 
accounts, exhibits, statements or sched­
ules which have not been actually 
verified under his supervision or that 
of a member of his firm or of his staff.
5. No holder of a certificate shall prepare 
and sign or certify to  any statement, 
exhibit, schedule, tax return, or other 
form of accounting work which con­
tains an essential misstatement of fact 
or omission of fact, either known by
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him to be such a misstatement or 
which in the opinion of the Board of 
Registration should have been ascer­
tained so to be by the exercise of rea­
sonable diligence, care and profes­
sional knowledge.
6. No holder of a certificate shall offer 
employment to an employee of a fel­
low holder of a certificate without in­
forming such holder of his intent. 
However, one may freely negotiate 
with anyone who, of his own initiative 
or in response to a public advertise­
ment, shall apply to him for employ­
ment.
7. No holder of a certificate shall directly 
or indirectly allow or agree to allow 
a commission, brokerage, or other par­
ticipation to anyone as a consideration 
for assistance in obtaining an engage­
ment; nor shall he accept or agree to 
accept a commission or gratuity as 
consideration for commercial business 
which he may be instrumental in turn­
ing over to others incident to the ser­
vices rendered to his clients.
8. No holder of a certificate shall solicit 
the clients or encroach upon the busi­
ness of another holder of a certificate. 
It is the right, however, of any holder
of a certificate to give proper service 
or advice, or to quote rates or give 
estimates of fees to those asking for 
such service, advice, or information.
9. No holder of a certificate who is in 
practice on his own account, or a 
member of the staff of a certified pub­
lic accountant shall at the same time 
engage in any business or occupation 
which, in the opinion of the Board, 
is incompatible or inconsistent with 
the practice of a certified public ac­
countant.
10. The holder of a certificate in quoting 
or estimating rates should place a 
value upon his services or those of a 
member of his staff which, at per diem 
rates, are consistent with the profes­
sional character of his services and 
which conforms within reasonable 
limits to the generally accepted rates 
charged by other reputable account­
ants for the same type of work.
11. The holder of a certificate should have 
due consideration for the generally 
recognized attitude of the profession 
with regard to the advertising in any 
manner of one’s professional qualifi­
cations.
OUR READERS’ FORUM
Contributions for this section will be limited to in the neighborhood of 
250 words. A free but short expression of opinion is requested on subjects in 
which the certified public accountant is interested. Address the Editor.
Dear Mr. Editor:
Could not Mr. W ittner’s very sane con­
clusion as to the proper Balance Sheet 
Equation, page 216 your April issue, and 
the “Words, Thoughts and Ideas” of the 
President’s Message, page 229 same issue,
be well brought together thus, in effective 
illustration of the Fundamental Law to 
which, certainly, both Accountancy and 
Social and Spiritual Relationship and Re­
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Book Reviews
A c c o u n t i n g  S y s t e m  a n  O f f i c e - M a n ­
a g e m e n t  P r o c e d u r e  f o r  M e d i u m - S i z e  
M e t a l  M i n e s ,  by Albert E. Keller, 
C.P.A . Bulletin 372, Bureau of Mines, 
U .  S .  Department of Commerce.
The publication of this bulletin makes 
available for the first time the accumula­
tion of valuable information in the Govern­
ment files, amplified by special research 
and study by a certified public accountant. 
Numerous printed forms aid in illustrating 
the system outlined.
Copies may be obtained from the U. S. 
Government Office, Washington, D. C., 
for ten cents each, which is, as is the case 
with all Government publications, not a 
standard by which its merit may be meas­
ured.
A rbitration in  t h e  N ew  I ndustrial  
S ociety, by Frances K ellor. Published  
by M cG raw-H ill Book Company, Inc., 
330 W est 42nd Street, N ew  Y ork City. 
256 pages. Price $2.00. Copies may also 
be obtained from  the Am erican Arbitra­
tion A ssociation, 521 F ifth  Avenue, N ew  
York City.
In this book the author discusses the 
Basic Importance of Economic Goodwill, 
the Competence of Arbitration, the Func­
tion of Commercial Arbitration, Industrial 
Self-Government under Trade Associa­
tions, Security against U nfair Competition, 
the Consumer-Beneficiary, the Trend to­
ward Planning, Trade Associations under 
the Recovery Act, the Elimination of U n­
fair Competition, Inter-trade Relations, the 
Function of Industrial Arbitration, Com­
mercial Arbitration under Codes, Code 
Compliance within Industry, the Control 
of Economic Goodwill, Note on Foreign 
Trade Arbitration, Appendix on Rules of 
Procedure.
A n a l y z i n g  F i n a n c i a l  S t a t e m e n t s ,  by 
Stephen Gilman, C.P.A. Published by 
The Ronald Press Company, 15 East 
26th St., New York City. 475 pages. 
Price $4.00.
In this revision of his previous book on
“Analyzing Financial Statements” the au­
thor has considerably amplified the subject 
matter and the analysis methods advocated 
are more specifically adapted to present- 
day problems. Simply and clearly written, 
the volume would be a valuable addition 
to any business library. A  mere listing of 
chapter headings shows the book to be one 
to which reference would be continuously 
m ade: Approach to Analysis Problem s; 
Common Business A ilm ents; Collecting 
Your Analytical D ata; Sundry Analysis 
M ethods; Ratio Methods of Analysis; 
Constructing and Using R atios; Historical 
Ratio Comparison; Introduction to Stand­
ard R atios; Similarity of Business and 
Standard R atios; Factors Affecting Com­
parability of R atios; Analytical Use of 
Standard Ratios; Business Trend Anal­
ysis; The Trend Percentage Method; 
Using Trend Percentages; Sundry Anal­
ysis Aids and Devices; Overinvestment in 
Receivables; External and Internal Anal­
ysis of Receivables; Overinvestment in 
Inventory; External Analysis of Invento­
ries ; Internal Analysis of Inventories; 
Overinvestment in Fixed A ssets; External 
Analysis of Fixed Assets; Internal Anal­
ysis of Fixed A ssets; Insufficient C apital; 
External and Internal Analysis of Insuffi­
cient Capital; Measuring Net Profits; 
Principles of Operating Analysis; Insuffi­
cient Sales and Plant Capacity; Insufficient 
Sales and External S tatistics; Insufficient 
Sales— Sundry Trend Comparisons; E x ­
cessive Cost of Goods Sold— Cost Account­
ing; Standard Costs; Analyzing Manufac­
turing Costs; Excessive Operating E x­
pense; Operating Expense Trends; Prac­
tical Expense Analysis; Depreciation, In ­
terest, and Profits; Excessive Distribution 
of Dividends; Control Books and Charts; 
The Business Budget; Using Analysis 
Methods in Making R eports; Analysis 
and Interpretation; Appendix 1—Business 
Policies in Relation to Standard Ratios; 
Appendix 2—Relation of Management to 
Standard Ratio Studies.
T h e  V e r i f i c a t i o n  o f  A c c o u n t s  R e ­
c e iv a b le ,  by Norman Readman, A.C.A. 
Published by Gee & Co., Ltd., 6  Kirby 
Street, E. C. 1, London. 34 pages. Price 
1s. 6 d, Net.
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T h e  P r e s i d e n t  G o e s  S o u t h
T H E  second extended trip of President Ellis was taken in the middle of June.
Leaving Chicago Tuesday night, June
12, Wednesday was spent at Louisville, 
Kentucky. A fter visiting with several of 
the society officials in the morning he was 
taken in the afternoon for a sightseeing 
trip to historical spots in that vicinity. At 
the dinner meeting, to which members of 
the local chapter of cost accountants had 
been invited, he presented the accounting 
problems centering around NRA.
Nashville, Tennessee, was visited on 
Thursday, June 14. In the morning sight­
seeing was indulged in, the home of An­
drew Jackson being the center of attraction 
on that trip. A t noon the Tennessee Soci­
ety of Certified Public Accountants held a 
luncheon. All of the chapters in the State 
were represented. This fact represents a 
cohesiveness in the Tennessee Society at 
the present time which has not always 
existed. Following the luncheon the presi­
dent discussed matters of particular pro­
fessional interest to the certified men. In 
the afternoon another sightseeing trip was 
enjoyed. In the evening a dinner meeting 
was held in conjunction with the Univer­
sity Club, after which the president dis­
cussed the general governmental problems 
centering around NRA.
Friday was spent in Atlanta. In  the 
morning, informal discussion was indulged 
in with some of the local men. A luncheon 
meeting at noon, to which cost accountants 
and several business men had been invited, 
afforded the president another opportunity 
to present the NRA accounting problems. 
In the afternoon a trip was taken to Stone 
Mountain and through the parks.
Saturday was spent at Birmingham, Ala­
bama. Here arrangements had been made 
for an interview by newspaper men, after 
which a visit was made to the City Hall for 
interesting interviews with the City Man­
ager and the City Controller. The noonday 
luncheon, to which business and profes­
sional men had been invited, afforded the 
president another opportunity of discussing 
the NRA. In view of the fact that the 
report prepared by Clarence Darrow, a fel­
low-townsman of President Ellis, had been
recently released, questions were in the 
minds of all the audiences met as to whether 
the NRA was really as bad as it was re­
ported to be. In the afternoon the sights 
of Birmingham were seen and at night the 
president left for New Orleans.
Sunday and Monday were spent at New 
Orleans, The Louisiana Society had gone 
about its preparations in a convention-like 
manner. Considerable publicity had been 
indulged in and arrangements had been 
made for professional discussions with the 
accountants themselves and general dis­
cussions to which the business public was 
invited. Sunday, of course, was given over 
to visitation and a sightseeing automobile 
trip, President Ellis being a house guest of 
former President Miller. Monday noon 
the luncheon at A rnaud’s Restaurant was 
confined to members of the State Society, 
Louis H. Pilie, President of the Loui­
siana Society, presiding. After present­
ing problems of especial interest to the 
profession, a general discussion was en­
tered into and many questions were pro­
pounded which gave to the meeting an 
exceedingly practical aspect. Following 
that a meeting of the Executive Commit­
tee of the Louisiana Society was held 
to which President Ellis was invited. Be­
tween the luncheon and dinner meetings 
a tour was made through the residential 
section of the city and some of the inter­
esting cemeteries, in one of which a stop 
was made at the tomb of Seymour Walton, 
one of the prominent earlier members of 
the profession. The evening meeting was 
held at the Bienville Roof. This was an 
open meeting with approximately 200 in 
attendance, representing accountants from 
leading business concerns as well as lead­
ers in business, banking and professional 
life. President Pilie invited former Presi­
dent Miller to introduce the speaker and 
again he discussed the N RA  and Industrial 
Codes. This was followed by a series of 
questions propounded by the business men 
and bankers who were present, asking for 
specific information on certain features of 
the NRA. While the president had spoken 
nearly an hour, practically another hour 
was occupied with the questions and the
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report which comes to this office is to the 
effect that the meeting was the most suc­
cessful local meeting which the Louisiana 
Society had ever sponsored.
Tuesday morning E llis le ft by plane for 
Tulsa, Oklahoma, via Houston, Texas. 
Several of the accountants were met Wed­
nesday morning. The noon luncheon was 
attended by exactly one hundred account­
ants, staff members and guests, all of 
whom were well pleased w ith the presenta­
tion made by the speaker.
Oklahoma City representatives were 
present at the Tulsa meeting and drove 
the president to Oklahoma City for a din­
ner meeting at which were present not 
only accountants but Federal and State 
Revenue officials. Following the dinner the 
presentation was of a general governmental 
character, followed by questions.
Oklahoma City was le ft Wednesday eve­
ning and Wichita, Kansas, was reached at 
2:17 Thursday morning. Luncheon at 
noon brought together the accountants in 
that neighborhood. The president was 
called on for an interview by a represen­
tative of the local newspaper who brought 
along his photographer fo r the purpose of
illustrating the remarks which the presi­
dent made. The luncheon was of an in ­
formal character and the discussion which 
followed lasted well into the afternoon. 
President Ellis was a guest of W illiam  H. 
Moberly at the Country Club in the eve­
ning.
Leaving W ichita Thursday night, F r i­
day was spent in Kansas City. The certi­
fied public accountants gathered for a 
luncheon at noon and the presentation and 
discussion which followed related exclu­
sively to governmental problems. That 
evening President Ellis and former Presi­
dent Lunsford were guests at the home of 
Parry Barnes.
Saturday, June 23, found the president 
at his desk in his office in the W indy City, 
somewhat tired but we hope greatly re­
lieved in a realization of a duty well done.
From reports received the following sen­
tence, taken from one, expresses an idea 
found in m any: “ The general impression 
was that while the talk was a departure 
from the usual address of the president of 
a national accounting organization, the 
change in subject matter was welcome and 
of great interest to those present.”
A  T r i p  t o  F l o r i d a
T H E  Secretary left W ashington T ues­day night, June 12th, reaching Charles­
ton, South Carolina, W ednesday morning. 
D uring the forenoon he visited with the 
certified public accountants, as each had 
been notified in advance that he would be 
at the H otel M arion during that period. 
H e had a very pleasant visit wi th  the 
M ayor of the city, during which the gen­
eral policy of bidding fo r municipal work 
was discussed. I t  was suggested to the 
M ayor that governm ental units would re­
ceive much more satisfactory  services if, 
after consultation w ith the certified men in 
any community, the w orth of an audit was 
agreed upon following a careful discussion 
as to the scope which it should take. This 
agreement having been reached, following 
consultations between officials and account­
ants, the governm ent would then make a 
selection of those to be engaged in the 
same way as it would select any other pro­
fessional advisor. This m ethod of proce­
dure would enable the governmental unit 
to easily fix  responsibility on the account­
ant. When bids are asked for, the purpose 
is to secure a reduced price, the practical 
result of which is to lessen the value of 
the service rendered.
The train to Savannah was an hour late 
that day and fo r the first time the Secre­
tary was half an hour late in meeting a 
definitely dated engagement. The account­
ants in Savannah gathered for dinner at 
six o’clock and it  was half past six before 
we could get under way. R. L. Holland, 
President of the Georgia Society, was con­
fined to his home and M. H. Barnes, Secre­
tary of the State Board, presided at the 
informal conference held following the 
dinner. A ll of the certified men in the city 
who were not prevented by sickness were 
present save two. A fte r the various pro­
fessional problems presented had been dis­
cussed, even though not settled, the meet­
ing adjourned and a little after nine o’clock
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Barnes took the Secretary and several 
others in his car to Savannah Beach, some 
24 miles away. The Druggists of the State 
were in convention there and their enter­
tainment session was in progress. The ac­
countant quartette enjoyed it to such an 
extent that the Secretary did not get back 
to his hotel until two o’clock Thursday 
morning in spite of the fact that he had 
to be called at 4:15 to catch the train for 
Miami, Florida.
Thursday, in traveling through Florida 
the Secretary could not help comparing 
present conditions w ith those of three years 
ago on his last trip  and several years ago 
on his earlier trips, the first of which came 
during the boom period, the second and 
third during the times when the bottom of 
the boom had been reached and now there 
were evidences o f an upward trend. In  
fact, in the conferences held w ith various 
business representatives during the two- 
day period, the impression was clearly ob­
tained that Florida had in reality just gone 
through the most prosperous season in its 
entire history. W hile in some other sea­
sons money had appeared in larger 
amounts there were drawbacks in connec­
tion w ith that period of prosperity which 
le ft the net results hardly equal to those 
o f this past season.
The meeting of the Florida Institute was 
reported by them to have attracted the 
largest attendance they had ever had and 
was recognized by the Secretary as pre­
senting one of the most outstanding State 
programs which it had been his privilege 
to hear. Lloyd Morey of Illinois, Vice 
Chairman of the Executive Committee of 
the National Committee on Municipal Ac­
counting, presented an exceedingly inter­
esting and enlightening address on M uni­
cipal Accounting. M ilton  L. Fuller, Clerk 
and Auditor of East Smyrna and Chairman 
of the Auditing Committee of the Florida 
League of Municipalities, and Byron W il­
lis, State Auditor, supplemented the gen­
eral presentation which Dean Morey had 
made by exceedingly helpful presentations. 
The Florida League of Municipalities is 
an influential factor in that State as regards 
accounting fo r the smaller units and the 
State Auditor has general control over the 
accounting fo r counties. W alter Mucklow 
represents the accounting profession as an
expert advisor in connection w ith the 
problems which that State is endeavoring 
to solve. W ith  the profession, the State 
and the municipal group working together 
there is a little  doubt as to the final result.
“ Accounting Trends Under Present-Day 
Conditions”  was ably handled by Colonel 
A rthu r H. Carter o f New York, Senior 
member of Haskins and Sells. He dis­
cussed the changes which had arisen within 
the profession and the forces without the 
profession which had intensified those 
changes. The essence o f his address might 
be summarized in the statement that every 
accountant preparing an audit report 
should bear in mind that it should be done 
w ith such care and in such a manner as 
that he could defend not only the figures 
presented, but the methods used, at any 
time in the future i f  called upon to do so.
The Florida Institute had endeavored to 
give the meeting an interstate background 
and had invited certified men from the 
Southeastern group of states. The presi­
dent o f the Alabama Society, Gilbert 
Dukes, was present throughout the entire 
meeting and presided during part o f one 
session. President Holland of Georgia had 
expected to be present but was detained by 
sickness, however, Stephen B. Ives of A t­
lanta, Treasurer o f the Georgia Society, 
was present and presided during part of 
one session. The annual banquet Friday 
night was a success. W alter Mucklow 
acted as toastmaster and so interspersed 
humor w ith his introductions that the audi­
ence seemed interested in a much longer 
array of banquet speakers than usual.
The officers elected were: President, C. 
C. Potter, Orlando; Vice Presidents, C. H. 
Goodrich, Jacksonville; E. C. W ork, Bag­
dad, H arry  Goldstein, M iam i; Secretary, 
P. W . Fisher, Jacksonville; Treasurer, G il­
bert A. Lester, W inter Haven.
The Secretary o f The American Society 
was asked to take the last hour o f the 
meeting, presenting ideas concerning points 
which had been brought out which in his 
judgment should be emphasized or c riti­
cized. W ith  that much latitude as to his 
text he had sufficient ammunition to oc­
cupy the time, following which adjourn­
ment was had in order that on Saturday 
afternoon the disciples o f golf might have 
time for the annual tournament w ith which
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every well-regulated accountants’ meeting 
is closed.
Saturday night the Secretary le ft for the 
North, stopped a couple o f hours between 
trains in Charleston and reached Columbia, 
South Carolina, late Sunday evening. Mon­
day morning he met the Columbia certified 
public accountants who had been notified 
that he would be at the Hotel Jefferson 
during the forenoon. Monday afternoon, 
Louis A. Searson drove him over to Char­
lotte, North Carolina. I t  was a delightful 
drive through a ro lling country. Tuesday 
morning he visited w ith several of the 
certified men in Charlotte, dictated some
letters and at one o’clock over th irty  of 
the accountants met fo r luncheon. Several 
had come in from nearby cities as Presi­
dent Stevens had called a committee meet­
ing fo r that afternoon. The luncheon was 
presided over by Neal Zeigler, State Repre­
sentative of The American Society, who 
had been invited by the President to take 
charge of the meeting. The Secretary dis­
cussed points at which the profession had 
been somewhat derelict in its general at­
titude. He endeavored to present to those 
present a picture of the future of the pro­
fession i f  the opportunities were accepted 
and responsibilities recognized.
S TA TE  SO CIETY N EW S
C A L IF O R N IA  
The annual meeting of the California 
State Society of Certified Public Account­
ants was held at the Biltmore Hotel, Los 
Angeles, on June 8  and 9, 1934.
The meeting was opened on Friday 
morning w ith an address of welcome by 
the president, Melvin D. W ilson and re­
sponses by DeW itt Alexander, represent­
ing the San Francisco Chapter; G. S. G il­
bertson, the Fresno Chapter, and W illis
C. Graves, the Los Angeles Chapter.
John F. Forbes, F irs t Vice-President, 
presided over the morning session at which 
papers were presented by A lbert J. W at­
son, on “ Accounting under the Federal 
Securities Act as Amended” ; by Anson 
Herrick on “ The Stock Exchange Law”  ; 
and by James E. Hammond on “ Visualiz­
ing the Stewart-Riley Amendment in Op­
eration in California.”
During the luncheon hour Dean Reid L. 
McClung of the University o f Southern 
California and president of the Pacific 
Coast Economic Association, presented an 
address on “ The Future Economic Out­
look.”
A t the afternoon session, presided over 
by H arry B. M ills, Second Vice-President, 
papers were presented by Frederick J. 
Knoeppel on “ The Operation and Effect
of the National Recovery A ct” ; by W alter 
K . M itchell on “ The Revenue Act of 
1934” ; by Reynold E. B light on “ The Cali­
fornia Retail Sales A ct” ; by V ictor E. 
Storli on “ College Training for Account­
ancy.”
The Annual Members’ Dinner was held 
in the Old Supper Room with Ira  N. F ris­
bie as toastmaster.
The Saturday morning session was given 
over to business matters, at which time the 
following officers were elected: President, 
John F. Forbes; Vice-President, H arry  B. 
M ills ; Vice-President, Anson H errick; 
Secretary-Treasurer, B. W . Bours; Direc­
tors, R. W . E. Cole, Joseph A. Garrett, 
Walter B. Gibson, H. Edwin Nowell; I. 
Graham Pattinson, George W. Sims and 
George M . Thompson.
Following luncheon the annual golf tour­
nament was held.
A t the annual meeting of the Los An­
geles Chapter of the California State Soci­
ety, held on the evening of June 4, the 
following officers and directors were 
elected: President, W illis  C. Graves; Vice- 
President, J. B. Scholefield; Secretary- 
Treasurer, A. R. Cooper; D irectors: James 
K. Gregory and W. J. Palethorpe.
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CO LORADO 
The directors of the Colorado Society of 
Certified Public Accountants have recently 
approved the plan of its Committee on 
Employment Bureau for cooperation with 
the University of Denver School of Com­
merce, whereby the School employment 
bureau w ill be at the service of all mem­
bers of the Colorado Society.
C O N N E C TIC U T 
The annual meeting of the Connecticut 
Society of Certified Public Accountants 
was held at the Hotel Garde, New Haven, 
on Wednesday, A p ril 25, 1934.
Reports of officers and various commit­
tees were heard and a general discussion 
was held on the new federal taxes, muni­
cipal accounting and the effect of the eco­
nomic trend on auditing.
Officers elected were: President, H arry 
Jacobs of H a rtfo rd ; Vice-President, Rus­
sell Everett of H a rtfo rd ; Secretary, Lewis 
Sagal of New Haven; Treasurer, W illiam  
J. Hope of Bridgeport; Auditor, Guy 
Cambria of M iddletown; Directors, Clar­
ence L. Johnson of New Haven and John 
Roth of Middletown.
G EO RG IA 
The Atlanta Chapter of the Georgia 
Society of Certified Public Accountants, 
through the instrumentality of Joel H un­
ter, has made a permanent loan of books 
on accounting and allied subjects to the 
local Carnegie L ibrary where they are now 
available to the public.
K E N T U C K Y  
The annual meeting of the Kentucky 
Society of Certified Public Accountants 
was held in Louisville on Wednesday eve­
ning, June 13, 1934.
George P. Ellis, of Chicago, president 
of The American Society, was guest 
speaker and had as his subject the N R A 
and the accountant.
W illiam  A. H ifner, Jr., of Lexington, 
was unanimously elected president emeri­
tus of the Kentucky Society. M r. H ifner, 
one of the most outstanding certified pub­
lic accountants of the State, was one of the 
organizers of the Kentucky Society and 
has served as its president in the past. He 
is president of the K e n t u c k y  State Board
of Accountancy and has been a prominent 
member of The American Society fo r a 
number of years.
Other officers elected were: President, 
Bradley O. Turner of Louisville; F irst 
Vice-President, L. Tipton Young of Louis­
v ille ; Second Vice-President, Robert B. 
Haun of Lexington; Secretary-Treasurer, 
Buell E. Henry of Louisville.
M A R Y L A N D  
The Maryland Association of Certified 
Public Accountants held its annual meeting 
at the Emerson Hotel, Baltimore, on Tues­
day evening, June 12, 1934.
Officers and directors elected fo r the 
ensuing year are : President, F. Earl Reu­
wer; Vice-President, F. A. Shallenberger; 
Secretary, Edw. G. Shipley; Treasurer, 
A rth u r C. Meade; Auditor, Charles W. 
H atter; Directors, J. Wallace Bryan, C. 
W . Smith, Edw. J. Stegman, and Ernest 
E. Wooden.
The Membership Committee consists of 
Messrs. Wm. B. Cooley, Roland D. 
Stump, W illiam  H. Stutman, Eugene Bols­
ter and Julius S. Levy. The Nominating 
Committee consists of Messrs. C. W illard 
Amos, S. Chaplin Davis, Henry G. Burke,
C. W . Smith and J. Wallace Bryan.
M ASSAC H U SETTS 
The annual meeting of the Massachu­
setts Society of Certified Public Account­
ants, Inc., was held on Monday, May 28, 
1934, at the Belmont Spring Country Club, 
Belmont, Massachusetts.
Following a day of golf, tennis and 
bridge, dinner was served at 7 o’clock, a f­
ter which there was a business session. 
Officers elected were: President, Richard
D. Seamans; Vice-President, Homer N. 
Sweet; Secretary, A rthu r W . Yardley; 
Treasurer, John F. Clarke; Auditor, Chris­
topher H aw orth ; Executive Committee, 
Earl M. French, A lbert E. Hunter and 
Anthony Jaureguy.
M IC H IG A N  
The annual meeting of the Michigan 
Association of Certified Public Account­
ants was held on Thursday evening, June 
14, at the Barium Hotel, Detroit.
An interesting paper on the Federal Se­
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curities Act was read by Elmer E. Staub.
Officers elected were: President, Merle 
A. Yockey; Vice-President, Wm. B. Isen­
berg; Secretary, Wm. H . Ball; Treasurer, 
Cletus M. Laux; Auditor, Edw. J. B arr; 
Directors, Donald M. Kimball, Russel I. 
Rose and Arnold L. Barrett.
M IS S O U R I
The annual meeting of the Missouri So­
ciety o f Certified Public Accountants was 
held Friday and Saturday, June 8  and 9, 
1934, at St. Louis. The business sessions 
were at the M ayfair Hotel and there was a 
banquet and dance Friday evening at the 
Algonquin Country Club.
Officers elected were as fo llow s: L. J. 
Muren, President; D. B. Peter, F irst Vice- 
President; P. W . Murdock, Second Vice- 
President; O. N. Cartall, Secretary; P. H. 
Kerr, Treasurer. Members of the Council 
elected for three years were: E. H. Wag­
ner, A. J. Saxer, P. W . Murdock, R. S. 
W yler and P. H . K e rr; for two years: 
L. J. Muren, J. N. Newmayer, O. N. Car­
tall, T. C. Hansen and J. W . Rader; for 
one year: W . A. Helm, R. C. Mare and
D. B. Peter. W illiam  Mayors, president of 
the St. Louis Chapter, and Parry Barnes, 
president of the Kansas City Chapter, are 
ex officio members o f the Council.
The Kansas City Chapter of the M is­
souri Society held its annual meeting on 
May 21, 1934, and elected the following 
officers: President, Parry Barnes; F irst 
Vice-President, J. W . Rader; Second Vice- 
President, W illiam  Pesmen; Secretary, H . 
L. Stover; Treasurer, T. C. Hansen.
A t the annual meeting of the St. Louis 
Chapter o f the Missouri Society the fo l­
lowing officers were elected: Wm. Mayors, 
President; A. C. Derrick, F irst Vice-Presi­
dent; B. L. Sterbenz, Second Vice-Presi­
dent; L. J. Meyer, Treasurer; John Rab­
enau, Secretary.
N O R T H  C A R O LIN A  
A t a meeting of the Board of Directors 
of the North Carolina Association o f Cer­
tified Public Accountants, held on June 19, 
Thomas P. Zum Brunnen, Treasurer of 
the Association, was elected Vice-Presi­
dent to fill the unexpired term of James I.
Mason, resigned. Leslie A. Heath was 
elected as Treasurer and a member of the 
Board to fill the unexpired term of M r. 
Zum Brunnen.
P E N N S Y L V A N IA  
The thirteenth annual meeting of the 
Pittsburgh Chapter of the Pennsylvania 
Institute o f Certified Public Accountants 
was held on the evening o f May 31, 1934, 
at the Keystone Athletic Club.
Following dinner a short musical pro­
gram was given by a quartette consisting 
of Messrs. McGowan, Peacock, Weber 
and McHugh, directed by J. M. Cumming. 
A  motion was unanimously passed that 
they be invited to entertain the State con­
vention at Bedford Springs.
Reports of officers and committees were 
read, various matters of business trans­
acted and the following officers elected for 
the ensuing year : Chairman, James Clarke; 
Vice-Chairman, James J. M u lv ih ill; Secre­
tary, Ira  G. Flocken; Treasurer, O. L. 
Kay McKibben; Auditor, M. S. Sieger; 
Executive Committee, Robert J. Calvert 
and Albert L. Jacobs, and Louis P. Collins 
to fill the vacancy caused by the resigna­
tion of David A. Allen.
The annual meeting of the Pennsylvania 
Institute of Certified Public Accountants 
was held at the Bedford Springs Hotel, 
Thursday, Friday and Saturday, June 21st, 
22nd and 23rd. The meeting of the Coun­
cil occupied Thursday afternoon. Thurs­
day evening the report of the Legislative 
Committee was made the order of business. 
This committee had devoted considerable 
time during the year to a discussion of 
laws affecting business corporations, pro­
posed changes in the present C.P.A. law 
and the question as to whether Pennsyl­
vania should prepare a regulatory law fo r 
consideration by the next legislature. U n­
der the first heading a suggested amend­
ment was prepared, the purpose of which 
was to make fo r greater clarity the provi­
sion in the present law as to what the 
financial report to stockholders should con­
tain. In  case it  was thought best to pre­
sent changes in the present C.P.A. law, the 
Committee recommended three points at 
which such changes should be made. One 
was to strengthen the present statute as
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regards the powers of the Board regarding 
revocation and suspension of a certificate, 
a second would introduce a section on the 
subject o f confidential information and the 
third was that there should be introduced 
a section fixing the ownership of working 
papers in the accountant.
As to regulatory legislation, the commit­
tee was divided, six members signed the 
report in favor of that type of legislation 
and seven signed the report opposing the 
same. One member did not sign either 
report. A fte r an open forum discussion 
the Institute voted against regulatory legis­
lation although in a previous preliminary 
vote the membership had voted in favor of 
it. The number voting at Bedford Springs 
was about 40 per cent of the number vot­
ing in the mail vote.
Friday morning was given over to golf. 
A t the Friday afternoon session officers’ 
reports were given and two outstanding 
addresses. Paul W . Pinkerton, past presi­
dent of The American Society of Certified 
Public Accountants, spoke on “ Financial 
Reports of Corporations”  and Floyd F. 
Toomey, former Assistant General Counsel 
in the Bureau of Internal Revenue, spoke 
on “ New Provisions of the Revenue Act of 
1934.”  The evening was given over to an 
informal banquet, entertainment, dance 
and bridge.
John L. Carey, Secretary of the Amer­
ican Institute, and W ill C. Heaton, Vice 
President of The American Society, 
brought the greetings of their respective 
organizations to the meeting. Each had, 
in addition to greetings, some practical 
comments on the present-day accounting 
situation.
Saturday morning the Secretary of The 
American Society, on his return from a 
meeting of the Michigan State Board of 
Accountancy on Friday, dropped off the 
train at Cumberland, Maryland, and took a 
bus to Bedford Springs for the purpose of 
attending the Saturday morning session. 
This was the regular business meeting at 
which the annual committee reports were 
presented. The reports of officers and com­
mittees had been mimeographed and placed 
in the possession of the members on regis­
tration. I t  was not, therefore, necessary 
for time to be occupied in reading the re­
ports, but the chairman of each committee
was subjected to questions asked by mem­
bers present. Two very fine memorials 
were presented concerning two of the f i f ­
teen charter members of the Pennsylvania 
Institute. A  memorial on Joseph E. Ster­
rett prepared by T. Edward Ross was 
read by John Hood, Jr. The memorial on 
Adam A. Ross was presented by Joseph 
M. Pugh.
The election of officers resulted: Presi­
dent, Clarence L. Turner, Philadelphia; 
Vice President, James M. Cumming, P itts­
burgh ; Secretary, Robert J. Bennett, Phil­
adelphia; Treasurer, Donald M. Russell, 
Philadelphia. Members of the Council fo r 
two years: Adrian F. Sanderbeck, P itts­
burgh, and John C. Parry, Jr., Philadel­
phia. Committee on Ethics: E. P. Moxey , 
John Balch, D. V. Johnson, C. E. Procasco 
and Ernest Crowther. The Secretary of 
The American Society closed the morning 
program w ith remarks on points brought 
out in the various committee reports and 
discussions concerning them.
Saturday afternoon the Council of the 
Institute fo r the coming year had its first 
meeting. The members returned to their 
homes w ith a general feeling that the In ­
stitute had had a very successful year and 
was headed fo r another. There was one 
sad underlying note in the meeting. The 
Editor o f the Spokesman during the four 
years of its existence, Frank W ilbur Main, 
had definitely chosen not to continue. The 
profession accepted that decision with 
regret.
W A S H IN G T O N
A t the annual meeting of the Spokane 
Chapter of the Washington Society of 
Certified Public Accountants, the follow­
ing officers and trustees were elected for 
the ensuing year: President, John V. M c­
Donald; Vice-President, Howard S. Bell; 
Secretary, A. W . M orris ; Auditor, R. J. 
W ortman; Trustees, E. C. Daniels, John
V. McDonald, A. W . Morris, Howard S. 
Bell and L. F. Reinhard.
W IS C O N S IN
The annual meeting and picnic of the 
Wisconsin Society of Certified Public Ac­
countants was held at the Lawsonia Coun­
A  N e w  A i d  t o  B u s i n e s s  E f f i c i e n c y
Speeds m an y office opera tion s—reduces costs
TH E SE  are days of innovations . . .  lim ited working hours . . . higher wages . . . new 
accounting and reporting requirem ents . . . 
new and insistent dem ands for economy. To 
meet varied problem s effecting operation and 
business recovery, i t  is essential th a t  m odern 
m ethods be em ployed to  the  u tm ost.
Addressograph Company, pioneers in  the 
manufacture o f time-saving, cost-cutting 
business office equipment, now offers the new 
Class 1700 Addressograph, created to "round 
out”  the line of machines which meet new- 
day requirements in  name and data writing.
This versatile machine, w ith  attachments 
for specialized service, has almost countless 
uses. Here are but a few of the many ways
in which i t  reduces expenses and increases 
profits:
H eading  clock cards an d  jo b  tim e  tickets. 
L is tin g  p a y r o ll  a n d  check register sheets. 
W ritin g  p a y ,  d iv id en d  a n d  voucher checks.
L is tin g  in ven tory  a n d  stock control fo rm s .
H ead in g  tabu la tin g  cards an d  other cost 
fo rm s .
W ritin g  p ro d u c tio n  orders, p rogress  records, 
fa c to r y  sc h e d u lin g  tic k e ts  a n d  s im i la r  
fo rm s .
Doubtless many of your clients are fam iliar 
w ith Addressograph. But do a ll o f them 
realize how m any ways they can reduce oper­
ating costs by making fullest use of this time 
and money-saving equipment?
Perhaps you would like to receive more 
complete information on the 1934 Addresso­
graph line, including the new Class 1700 
machine, to assist you in discussions w ith 
clients. I f  so, please consult your telephone 
book for address of nearest representative, 
or write:
A D D R E S S O G R A P H  C O M P A N Y  
D i v i s i o n  o f
A d d r e s s o g r a p h -M u lt ig r a p h  C o rp o ra tio n  
1224 B a b b it t  R o a d , E u c l id  B r a n c h  P o s to f f ic e  
C le v e la n d , O h io
A d d r e s s o g r a p h
TRADE M ARK  
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T IF IE D  P U B L IC  A C C O U N T A N T
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try  Club Hotel, Green Lake, Wisconsin, on 
Tuesday, June 19, 1934.
Seventy members and guests were pres­
ent to enjoy a day of outdoor sports and 
recreation. The golf tournament resulted 
in Carl E. Dietze winning the cup fo r low 
gross score and W illiam  Charles winning 
the cup for low net score.
Officers elected for the ensuing year 
were: President, T. A. McCormack; Vice- 
President, Harold B. Reyer; Secretary- 
Treasurer, George D. Spohn; Auditor, 
George Einbecker.
Two chapters which have recently been 
organized reported the election of the fo l­
lowing officers: Milwaukee Chapter—  
Chairman, W illiam  Charles; Vice-Chair­
man, Andrew Peterson; Secretary-Treas­
urer, Edward Benton; Auditor, Louis F. 
Degler. Northern Chapter— Chairman, 
C lifford I. Smith, Green Bay; Vice-Chair­
man, Norman N. Schomisch, Oshkosh; 
Secretary-Treasurer, Edwin A. Dettman, 
Appleton.
Y ou r Efficient A lly  on
INCOME TAX WORK
W ith o u t  m o v in g  f r o m  y o u r  desk, 
a n s w e r q u e s tio n s  o n  in c o m e  ta x  p r o ­
ce d u re  b y  h a v in g  w i th in  a rm ’ s re a ch  
th a t  e x c e lle n t a n d  m u c h  p ra is e d  b o o k
PUBLIC ACCOUNTING 
PROCEDURE
By Lee M cGinley, C .P .A .
Chairman, Michigan S ta te Board 
of Accountancy
Federal Incom e T ax  regulations and p ro ­
cedure concisely sum m arized for convenient, 
quick reference. The cyclopedic style of 
presentation makes possible a w ealth of valu­
able inform ation in the  169 pages.
T he  book fills a need for a “ com pact and 
comprehensive m anual on practical procedure” 
giving recognition to  the signal advancem ent 
in professional accountancy.
Presents a syllabus of recommended procedure 
never before published, yet based on methods 
and precepts considered standard  because 
am ply tested by the collective experience of 
accounting practitioners.
S e m i- f le x ib le  c o v e r ,  g o ld  l e t t e r in g .  S in g le  
co p y , p o s tp a id ,  $ 2 .5 0 . M o n e y  r e fu n d e d  if  n o t  
e n t i r e ly  s a tis f ie d  a n d  c o p y  is  r e tu r n e d  w i th in  
t e n  d a y s .
THE GREGG PUBLISHING CO.
N ew  York C h ica g o  San Francisco Boston 
Toronto London Sydney
Future of the Profession
( C ontinued fro m  Page 394) 
scious that my subject is a very wide one 
and that I  have done little more than 
touch on a number of phases of it. We 
live, however, in a time of self-questioning 
w ith many changes going on around us, 
and it  is more than ever necessary that 
those who are preparing themselves for 
the profession as well as those engaged in 
it  should review the progress made by the 
profession and the ideas fo r which it has 
striven.
C l a s s i f i e d  A d v e r t i s e m e n t s
A  C E R T I F I E D  P U B L I C  A C C O U N T A N T  
w ith  a G e o rg ia  c e r t i f ic a te  is  d e s iro u s  o f  b e ­
c o m in g  a sso c ia te d  w i t h  a n  a c c o u n t in g  f irm ,  
p r e fe ra b ly  in  th e  S o u th . B e s t o f  re fe re n ce s  
fu rn is h e d  a n d  a l l  co rre s p o n d e n c e  h e ld  s t r ic t ly  
c o n f id e n t ia l.  F in a n c ia l ly  re s p o n s ib le . A d d re s s  
T H E  C E R T I F I E D  P U B L I C  A C C O U N T ­
A N T ,  B o x  K -3 1 3 .
N ew  - Revised - C om plete
A New FREE Booklet (just off the press) 
lists and describes
MORE THAN 1000 DIFFERENT
Pathfinder 
Standard Forms & System s
T h is  b o o k le t  a l s o  o u t l in e s  a  few  o f th e  u n u s u a l  ty p e s  
o f s e r v ic e  a n d  c o o p e ra t io n  t h a t  a r e  a v a i la b le  to  th e  
p r a c t i c i n g  a c c o u n ta n t ,  in c lu d in g  a  w e a l th  o f a c c o u n t ­
in g  d a t a  f o r  d o z e n s  o f s p e c i f ic  l in e s  o f b u s in e s s .
T h e  u s e  o f  th e s e  n a t io n a l ly  r e c o g n iz e d  fo rm s  a n d  
s y s t e m s  o p e n s  th e  d o o r  to  a n  in c r e a s e d  c l ie n te le . 
T h r o u g h  th e i r  u s e  i t  is  n o w  p o s s ib le  to  i n s ta l l  u p -  
t o - d a te  a c c o u n t in g  s y s t e m s  f o r  m a n y  l in e s  o f  b u s i ­
n e s s ,  a t  a  c o s t  w i th in  th e  r e a c h  o f  th e  s m a l le s t  f irm .
T h is  b o o k le t  s h o u ld  b e  in  th e  b r ie f  c a s e  o f  e v e ry  
p u b l ic  a c c o u n ta n t  f o r  c o n s t a n t  r e fe re n c e .
If y o u  a r e  n o t  th o r o u g h ly  f a m i l i a r  w i th  t h e  n a t u r e  
a n d  e x t e n t  o f P a th f in d e r  p r o d u c t s  a n d  s e rv ic e  
f e a t u r e s ,  w r i te  f o r  a  c o p y  o f  th i s  n e w  b o o k le t  to d a y .
AN INTERESTING, VALUABLE REFERENCE
Charles R. Hadley Company 
path find ers
 I N  l o o s e l e a f  s y s t e m s
General Offices: Los Angeles, California
S e a t t le  S a n  F r a n c i s c o  S a c r a m e n to
P o r t l a n d  D e tr o i t  N ew  Y o rk  A t l a n t a
"THE WALTON WAY"
has started many men on the road to




Those who make the most rapid progress along the 
road to success and independence are generally those 
who enter business with specialized training. " The 
Walton W a y " has started many men on the road to 
success and independence because Walton training in 
accountancy provides the specialized training con­
ducive to rapid advancement in business.
More than ever before the accountancy-trained man is 
essential, for accountancy is the very life-blood of 
modern business, and men trained in accountancy are 
ably fitted to grasp and solve the great business prob­
lems of today.
A n  U n r i v a l l e d  Record
More than 1200 Walton students have successfully 
passed C.P.A. examinations. For nine successive years 
Walton trained men were high honor winners in 
American Institute examinations. Twenty-two honor 
medals have been awarded Walton students in Illinois 
C.P.A. examinations. More than 200 of America's 
leading schools of commerce use W alton texts in 
teaching accountancy.
Send the Coupon for Your Copy
“ The W alton W ay" shows the possib ilities for ad ­
vancement in executive and professional accountancy.
I t  describes the Walton courses and tells, in an in ­
sp iring  way, the true success stories of scores of 
Walton graduates —  men and women, who have 
risen to be outstanding leaders in the business world. “ The 
W alton W ay”  will show you how to get started  on th e  roa d 
to success and independence. You owe It to  yourself to  read th is  
book— it  costs you nothing. Mail attached coupon today.
WALTON COURSES
C O N ST R U C T IV E  A C C O U N T IN G  - - - A D V A N C E D  A C C O U N T IN G  A N D  A U D IT IN G  
S H O R T  IN T E N S IV E -A D V A N C E D  A C C O U N T IN G  PR IN C IP LES  A N D  P R O C ED U R E  
C O ST  A C C O U N T IN G  - - - BU SIN ESS L A W  - - - FEDERAL IN C O M E  TAX A C C O U N T IN G  
M A T H E M A T IC S  O F  A C C O U N T IN G  A N D  F IN A N C E  - - - C.P.A. C O A C H IN G
Day and Evening Classes and Home Study Instruction
Charles H. Langer, Ph. B., 
C.P.A.
President and 
Educational Director C o m m e r c e
Member National Home Study Council
W ALTON SC H O O L  OF C O M M ERCE, 506-516 McCormick Building, Chicago, Illinois
Without obligation on my part, please send me a copy of "The Walton W ay to a Better Day," and sugges­
tions as to what you can do to help me advance in the business world.
FREE
506-516 McCorm ick  
Building 
Chicago
Walto n  S c hool
Name ..........
Address .......
City and State, 
Occupation . . .Age
I A M  
INTERESTED 
IN
H O M E  STUDY INSTRUCTION  
RESIDENT DAY CLASSES  
RESIDENT EVEN ING CLASSES
w h e n  a n s w e r i n g  a d v e r t i s e m e n t s  m e n t i o n  t h e  c e r t i f i e d  p u b l i c  a c c o u n t a n t
T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A .  e x a m i n a t i o n
I N addition to its regular 
Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course fo r Accountants who 
are planning to take the 
C.P.A. Examination.
This Course w ill be sup­
plied only to those who are 
already competent account­
ants, as no attempt is made 
to teach general accounting 
in this course. The instruc­
tion is pointed directly at 
the C.P.A. Examination.
Something more than a 
knowledge of accounting is 
necessary to insure success 
in the examination room.
Solving examination prob­
lems is vastly different from  
the usual w ork of making
Particularly noteworthy 
features o f  the training are:
190 problem s in  P ractica l Accounting 
w ith solutions and  com m ents
100 questions an d  answ ers in  A ccount­
ing Law
100 questions and  answ ers in  A uditing
100 questions a n d  answ ers in  T heory  
of A ccounts 
E lab o ra te  explanations and  com m ents 
th a t  include, in add ition  to  th e  finished 
s ta tem en ts  o r solutions, such item s as 
suggestions for “ N otes to  th e  E xam iner,” 
working sheets, side calculations, use of 
p roper term inology, and  discussions of 
a u th o rita tiv e  opinions.
Problem s an d  questions (1 )  ac tua lly  
used in a  C . P . A. o r an  A. I . A. exam ina­
tio n , o r (2 )  specially p repared  to  tra in  
th e  can d id a te  in handling  certa in  poin ts 
likely to  be encountered in th e  exam ination.
Personal correction, criticism , and  grad ­
ing of every exam ination paper b y  a 
Certified P ublic A ccoun tan t who has h im ­
self passed th e  C. P . A. exam ination . 
T h ere  a re  sixteen such Certified Public 
A ccoun tan ts on th e  A ctive F a c u lty  of th e  
In te rn a tio n a l A ccountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men w ith  little  or no 
practical experience can solve
C. P. A. problems readily— 
many others w ith  years of 
experience flounder p itifu lly  
in the examination room. 
W H Y ?  The candidate is 
required to work at top 
speed. He must work w ith 
lim ited information. He has 
to construct definitions. Very 
often it is necessary for him 
to use unusual working 
sheets.
The C. P. A. Coaching 
Course given by the In te r­
national A c c o u n t a n t s  
Society, Inc., prepares you 
to meet such conditions. 
The fee is $42, and the text 
consists of twenty lessons.
A
B O O K L E T ,  “ H o w  to P repare  fo r  the C.P.A. E x a m in a tio n ,”  is  a va ila b le  fo r  those w ho  
are in te rested . F o r  a fre e  cony, ju s t  wr i t e  y o u r name and address below and m a il.
I n t e r n a t io n a l  A c c o u n ta n ts  S o c ie ty , I nc.
A Division of the ALEXANDER HAMILTON INSTITUTE
To the In te rn a tio n a l A ccountants Society, Inc., 3411 S outh M ichigan A venue, Chicago, Illinois.
N am e___
A ddress ..
Send me th e  special booklet, “ How to  P repare  for th e  C. P . A . E x am ination ,” 
which  describes your special Coaching Course for A ccountants.
....................... ...................... ................ ..... ........... C om pany ............................................................
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T h o u san d s  of S uccessfu l M en and W om en O w e
Their P o s i t io n s  of Responsibility and High Pay to
T h e  " W A L T O N "  W a y
I t  is easy fo r  any man to  m ake money.
The hard task is fin d in g  the w ay to  do it .  T h a t is w hy  
every man w ho has am b itions  to  stand ou t fro m  the  
crow d, must d iscover the  jo b  fo r  w h ich  he is best fitte d . 
T h a t, p rec ise ly , is the rea l secret to Success.
"T h e  W a lto n  W a y  to a B e tte r D a y ”  has a c tu a lly  
helped thousands to a tta in  the  b e tte r th ings in  l ife .  
H e re  is a book th a t c le a r ly  te lls  you  the  p o ss ib ilit ie s  
fo r  advancem ent in  execu tive  and pro fess iona l ac­
countancy. I t  exp la ins  exa c tly  w hy  business pays big 
rewards to  men w ho are tra in e d  in  th is  p a rtic u la r  
line . F o r accountancy, a fte r  a ll,  is the  ve ry  “ l i fe ’s 
b loo d "  o f m odern  business.
W hen you know  th a t men w ith  no greater ab ility  
than yours have risen to  pos itions o f re sp o n s ib ility  
and high pay because o f the  tra in in g  the y  re ­
ceived fro m  the W a lto n  School o f C om m erce , 
you are su re ly  in te res te d  in  kn o w in g  a ll the  
facts about w ha t accountancy offers you. T h a t 
is w hy we urge you to w r ite  fo r  y o u r Free  
copy o f th is  book.
A n Outstanding R ecord—
M o re  than 1,250 W a lto n  students have passed 
C. P. A . exam inations. N e a r ly  90 pe r cent o f them  
atta ined  th e ir  tra in in g  th roug h  H o m e  Study. 
T w e n ty -tw o  m edals have been aw arded W a lto n  
Students in  I l l in o is  C. P. A .  exam ina tions. F o r  
nine successive years W a lto n  men ach ieved specia l 
d is tin c tio n  in  A m e rica n  In s t itu te  exam inations.
WALTON COURSES
In  the face o f th is  evidence you re a lly  owe i t  to  
yo u rse lf to  send fo r  th is  book th a t te lls  a ll about 
W a lto n  T ra in in g  in  A ccoun tancy . I t  costs you  
no th ing— ye t read ing i t  m ay p rove  the  up w a rd  tu rn  
in  yo u r career. M a il the  a ttached coupon today 
and get yo u r copy of “ T he  W a lto n  W a y  to  a B e tte r 
D ay ” .
CONSTRUCTIVE ACCOUNTING 
ADVANCED ACCOUNTING AND AUDITING 
SHORT INTENSIVE-ADVANCED ACCOUNTING 
PRINCIPLES AND PROCEDURE 
COST ACCOUNTING - - BUSINESS LAW 
FEDERAL INCOME TAX ACCOUNTING 
MATHEMATICS OF ACCOUNTING 
AND FINANCE 
C.P.A. COACHING
Charles H. Langer, Ph.B., 
C.P.A.
P r e s i d e n t  a n d  




D a y  a n d  Evening C lasses  a n d  H om e S tu d y  Instruction
W a l t o n  S c h o o l  
C o m m e r c e
  M e m b e r  N ationa l H o m e  S tudy  C ouncil
W A L T O N  S C H O O L  O F  C O M M E R C E ,  5 0 7 -5 1 7  M c C o r m i c k  Build ing ,  C h i c a g o ,  Illinois
W i t h o u t  o b l i g a t i o n  on  m y p a r t ,  p l e a s e  s e n d  m e  a c o p y  o f  The W a l t o n  W a y  t o  a B e t t e r  Day,  a n d  s u g g e s ­
tions  as  t o  w h a t  you  ca n  d o  t o  h e l p  m e  a d v a n c e  in t h e  bu s in es s  w o r ld .
N a m e  ............................................................................................................................
A d d r e s s  ....................................................................................................................... I A M    □  H O M E  STU D Y  I N S T R U C T I O N
INTERESTED  □  RESID EN T DAY C L A S S E S
C ity  a n d  S t a t e  ....................................................................................................  _
 IN   □  R ESID EN T E V E N I N G  C L A S S E S
O c c u p a t i o n  ........................  .....................................................  A g e ................
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
 B u r r o u g h s
It S u b tr a c ts  a s  E a sily  a s  It A d d s
To s u b tra c t, touch th e  s u b tra c t b a r . To a d d ,  
touch the  a d d in g  b a r . It's just th a t sim ple.
A S in g le  S trok e W rites a n  Entire
A m o u n t  . . . You c a n  touch  tw o o r  m ore  keys 
with o n e  s troke . For e x a m p le , w rite  3.65 with o n e  
s tro k e — not three; 5,870.00 with o n e  stro k e  —  
not six.
A S in g le  K ey  S tr o k e  P r in ts  th e
Total . . . To ta k e  a  to ta l, touch  th e  to ta l key. 
This s in g le  m o tion— not tw o o r  th re e  —  o p e r a te s  
th e  m ach in e  a n d  p rin ts th e  to ta l.
The A m ount is V isib le B efore You
Print It . .  . N o  g u e s s i n g  w h e t h e r  y o u  h a v e  
to u c h e d  th e  righ t k e y s — just look a t  th e  k e y b o a rd . 
The keys s tay  d e p r e s s e d ,  so  you c a n  ch e ck  th e  
am oun t b e fo re  it is p r in ted  o r  a d d e d .
It is so  Easy to  C orrect an  Error
If you d e p r e s s  a  w ron g  key in a n y  colum n, you 
s e e  it in s tan tly  on th e  B urroughs full k e y b o a rd . To 
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O u r  sh a d o w -se lve s , our in fluence, m a y  fa l l  
W h e re  w e  can n ever  be.”
A. E. H a m i l t o n .
T he President’s Page  
A c c o u n t a n c y :  P r o f e s s i o n  a n d  B u s i n e s s
b y  G e o r g e  P r i c e  E l l i s , C .P .A .
T H E current emphasis upon group action and a united front in  meeting changing economic conditions, brings home with new force 
the split within the ranks of Accountancy. The profession has such great 
opportunity to direct business leadership tow ard stable growth th a t any 
lack of professional solidarity is deeply to be regretted. Has not the time 
come to face the issue and attem pt a constructive solution?
There are a number of points of difference—not a ll vital. There is 
chiefly the difference in point of view between State and professional con­
tro l of admission to practice. Professional control has the benefit of tra ­
dition. In  the great trading cities of mediaeval Ita ly, where the science 
of accounting was born and was sheltered for hundreds of years, the 
colleges of accountants or guilds were closed corporations which refused 
admission to those who failed to bring satisfactory evidence of training. 
This community of interest was long maintained, and conditioned the 
development of accounting when i t  spread to Anglo-Saxon countries. 
Hence the “ guild”  type of control in England.
When America took her accounting technique from the mother 
country, she took the tradition too, but conditions of economic develop­
ment in this country have fostered regulation by the State rather than 
wholly by the professional group. The trend of business development 
in the United States toward intricate corporate forms, coupled with the 
economic characteristics of vast natural resources and a sparse and 
diverse population spread over a continent, has brought the “ public 
service”  aspect of accountancy very much to the fore.
The concept of the English common law as to when a business is 
affected with a public interest, has been enormously expanded in the
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United States. Accounting is both a profession and a business. As a pro­
fession i t  is ranked with law and medicine as one in which the public has 
a peculiar need of protection against ignorance and dishonesty. The 
public is dependent upon the accountant for certain expert services of so 
specialized a nature that the public cannot judge the quality of that ser­
vice. The accountant is a type of “ intellectual specialist”  whose qualifi­
cations the layman is not in a position to appraise for himself. Account­
ancy, therefore, along with law and medicine, is a profession “ affected 
with a public interest.”
But i t  is also a business concerned with making profits as well as 
w ith giving a service. As a business, in spite of the intellectual qualifi­
cations necessary to enter it, competition w ithin i t  is a destructive force. 
A business in which competition does not sufficiently protect the con­
sumer is also to a greater or less degree “ affected with a public interest.”  
Of this nature is banking, insurance, trust service, accountancy. Com­
petition is tolerated in fiduciary enterprise of this kind, but the public 
must be guarded against the effects of uncontrolled competition.
On two counts, therefore, Accountancy is a form of enterprise 
“ affected w ith a public interest.”  Because of its business aspect, i t  has 
lacked that complete solidarity necessary to “ professional control.”  Be­
cause of its professional character, public control has been so far in ­
adequate to bind the diverse elements together into unity. The individual, 
too, is torn by warring loyalties. Should public interest be subordinated 
to keeping confidential communications inviolate? Does professional 
etiquette require that the welfare of the client be sacrificed to the pro­
tection of a colleague? Shall the business of accounting permit inefficient 
service to pass, while the profession of accounting balks at advertising?
The social responsibility of the accountant in modern business leaves 
no room for a dual standard of performance. The standard of technical 
efficiency and of character and insight can hardly be set too high, but 
the standard should be one and not two.
This standard, in the nature of things, must be that of the State. 
The State when i t  has taken upon itself to say who is to be admitted to 
practice, cannot allow others to say who ought to be excluded. Let us 
acknowledge this truism of politics. Our recourse is in liftin g  the State 
standard to the level demanded by a conservative professionalism. Rather 
than a dual standard, let us unite upon one standard and make i t  as 
high as the high responsibility of modern business demands.
A c c o u n t a n t s  a n d  S t o c k h o l d e r s
T H IS office has received several letters of inquiry from members, especially in the mid-west section of the country, w ith regard to a 
reported interview w ith Robert E. Healy, recently appointed member 
of the Securities and Exchange Commission.
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In  that interview Commissioner Healy was reported to have ad­
vocated the Federal licensing of accountants in order that they might 
better be held to strict accountability. The Secretary has discussed this 
matter with the Commissioner, w ith whom, as General Counsel of the 
Federal Trade Commission, he had become fa irly  well acquainted at the 
time when the 1933 Securities Act was passed. The Commissioner said 
he had not committed himself in the matter referred to. The Commis­
sioner recognizes, in fact emphasizes, the important part which the in ­
dependent accountancy practitioner is playing and believes that every 
possible effort should be made to increase his independence. He believes 
that under the 1934 Act the independent position of the practicing ac­
countant w ill be strengthened. W ithout committing himself the Com­
missioner expressed great interest in a suggestion that auditing account­
ants should be chosen by and report directly to the stockholders.
Directors, 1934-1935
FIRST DISTRICT—E d w in  L . P r id e ,  40 Central Street, Boston, Massa­
chusetts.
SECOND DISTRICT—J ohn A. Conlin, Federal Trust Building, 
Newark, New Jersey; Simon L o e b , 521 F ifth  Avenue, New York City. 
TH IR D  DISTRICT—E d w a r d  P. M o x e y ,  Jr., 1421 Chestnut Street, 
Philadelphia, Pennsylvania.
FOURTH DISTRICT—J a m e s  L. J e n n in g s ,  2112 Washington Street, 
Bluefield, West Virginia.
F IF T H  DISTRICT—Vacancy Due to Death of H oratio A. Roney. 
SIXTH  DISTRICT—H arry M. Jay, Commerce Title  Building, Mem­
phis, Tennessee.
SEVENTH DISTRICT—W i l l i a m  J. C a r t e r ,  22 Marietta Street Build­
ing, Atlanta, Georgia.
E IG HTH  DISTRICT—H e r m a n  C. J. P e is c h ,  Baker Building, Minne­
apolis, Minnesota.
N IN TH  DISTRICT—W i l l i a m  D. M o r r is o n ,  F irs t National Bank Build­
ing, Denver, Colorado.
TENTH DISTRICT—P a u l  W. F i t z k e e ,  Oklahoma Building, Tulsa, 
Oklahoma.
ELEVENTH DISTRICT—M e lv in  D. W i ls o n ,  Title Insurance Building, 
Los Angeles, California.
TW ELFTH D I S T R I C T — S a m u e l F. R a c in e ,  416 Virgin ia Street, 
Seattle, Washington.
The only vacancies filled for State Representative since July are:
ARIZONA—A l e x  W. C ra n e ,  Heard Building, Phoenix.
OKLAHOMA—Ross T. W a r n e r ,  120 East N inth Street, Tulsa.
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S e c u r i t i e s  a n d  E x c h a n g e  C o m m i s s i o n *
by H o n . J o s e p h  P. K e n n e d y , Chairm an
I  A M  grateful fo r this opportunity to talk to the members and guests o f the 
National Press Club and, through its cour­
tesy, the radio audience. I t  is through the 
press that the public w ill become ac­
quainted w ith the work and progress of 
the Securities and Exchange Commission. 
The success and effectiveness of the work 
of the Commission w ill be dependent in a 
large part, not only upon the cooperation 
of the exchanges and their members, but 
upon the public’s understanding of the ob­
jectives of the Securities Exchange Act 
and the steps taken to gain those objec­
tives. The fine spirit of cooperation which 
the press, the stock exchanges and their 
members have shown so far has been most 
encouraging.
The fact that I  turn to the nation-wide 
audience to discuss the work of the Secur­
ities and Exchange Commission does not 
mean that the Commission proposes to 
carry on intensive propaganda regarding 
its activities. Its task is essentially tech­
nical— a job that must be done in a busi­
nesslike way, without political publicity of 
any sort, although of course public scrutiny 
w ill never be avoided or discouraged.
Every member of the S.E.C. knows per­
fectly well that this Commission faces one 
of the most difficult and one of the most 
delicate tasks ever given a Governmental 
agency. In  our hands has been placed the 
responsibility of giving all the aid of which 
Government is capable to the better organ­
ization of the mechanism through which 
the savings of the people find their way 
into securities. I  believe that this Com­
mission is fortunate in having such men as 
M r. Landis, who had a large hand in draft­
ing the law; Judge Healy, who did such 
splendid service as Chief Counsel of the 
Federal Trade Commission; M r. Mathews, 
who is rich in the experience of supervis­
ing security issues, and M r. Pecora, whose 
striking contributions to public service are
*  A d d re ss  a t N a t io n a l P ress C lub , W a s h in g to n ,
D . C., J u ly  25, 1934.
well known and deeply appreciated by the 
people of this country.
Everybody says that what business needs 
is confidence. I  agree. Confidence that if  
business does the right thing it  w ill be pro­
tected and given a chance to live, make 
profits and grow, helping itself and helping 
the country. But the old things business 
did—the old practices it followed— are, 
some of them, no longer the right ones.
But not all the old practices are wrong, 
and there is no belief, at least none in the 
minds of the Securities and Exchange 
Commission, that business is to be viewed 
with suspicion; that it must be harassed 
and annoyed and pushed around. Domestic 
tranquillity is as essential to business as it 
is to our political system, and it was stated 
as one of the primary objects to be 
achieved through the Constitution.
We of the S.E.C. do not regard our­
selves as coroners sitting on the corpse of 
financial enterprise. On the contrary, we 
think of ourselves as the means of bringing 
new life  into the body of the security busi­
ness. We are not working on the theory 
that all the men and all the women con­
nected with finance, either as workers or 
investors, are to be regarded as guilty of 
some undefined crime. On the contrary, 
we hold that business based on good w ill 
should be encouraged so that it may be 
helpful.
I t  would be idle to deny that confidence 
is lacking in this country, and this is espe­
cially true of the security business. I t  is 
true that today business is better than con­
fidence. There are several reasons fo r this. 
An important one is that in any time of 
change, capital, always notoriously timid, 
shrinks from taking new positions. There 
is nothing unusual in this; it is caution 
born of experience.
I  conceive it  to be an important part of 
the job we are trying to do here in the
S.E.C. to reassure capital as to its safety 
in going ahead and to reassure the investor 
as to the protection of his interests, by 
restricting certain practices which have
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proved to be detrimental to their interests, 
and by making available adequate informa­
tion to the public upon which it  can act 
intelligently. We regard ourselves, as the 
President has said, as partners in a coop­
erative enterprise. We do not start off 
w ith the belief that every enterprise is 
crooked and that those behind it are crooks.
We want to see the wheels turn over 
and gather speed. We want to see the 
security business, by far the greatest in 
volume, and most important in its effects 
of any in the country, go forward on a 
broad scale.
To bring that about we shall not sit as a 
prosecutor, hopeful of bringing in a ver­
dict of guilty. We shall seek to help all 
proper enterprises by helping them estab­
lish new checks and setting up more posi­
tive standards. We believe in affirmation, 
not negation.
I t  is difficult fo r a man to be a prophet. 
There have been too many prophets al­
ready in and around the Stock Exchange, 
so I  am not going to take on that task. 
Accordingly, I  shall not try  to tell you 
what the S.E.C. w ill do, but I  can outline 
some of the things it won’t do.
The S.E.C. is authorized by the law to 
begin active regulation of the stock ex­
changes September first. By that time, 
many of the rules and regulations w ill have 
been formulated and announced. I  can 
now tell you briefly the spirit in which we 
are tackling our jobs and can outline the 
help we believe the country w ill receive, i f  
the job is well done.
W e see at the present time only a little 
stream of capital issue where before there 
was a flood-tide. We see vast credit re­
serves left untouched except for the drafts 
made upon them by city, State and Federal 
demands.
W hy is this? Obviously, because busi­
ness enterprise has been seriously wounded 
and needs to be nursed back to health and 
confidence. Some w ill try  to tell you that 
pioneering and daring in business have 
been discouraged by the new Stock E x­
change law. Don’t let them get away with 
that, fo r it is not true. No honest man—no 
decent institution which seeks to render 
service, instead of merely achieving profit 
—need fear the regulations that have been
set up.
The regulations, generally, are broad in 
character and rest squarely upon the prin­
ciples of ethics applicable not only to busi­
ness but to everyday life. The success of 
the regulations w ill depend, in part, upon 
the wisdom with which we of the S.E.C. 
apply them, but, even more, the success w ill 
rest upon the manner in which they are 
accepted.
The whole motive of the Security Act is 
to be found in the effort— the necessary 
and no longer escapable effort—to make 
finance more responsible.
There is to be no vindicativeness in its 
interpretation, no concealed punishment to 
those who must live under it. There are 
no grudges to satisfy; no venom which 
needs victims. The rules are simple and 
honest. Only those who see things crook­
edly w ill find them harsh.
The Commission w ill make war without 
quarter on any who sell securities by fraud 
or misrepresentation.
In  common w ith all other forms of busi­
ness, financial enterprises require profit to 
keep them going. There is not the slightest 
thought of eliminating or restricting proper 
profits. I t  is commonplace to say that the 
recovery program to be finally successful 
needs a sound and broad security market 
which provides, as an accompaniment, a 
very large and regular tax flow to the 
Treasury.
Such a market should be tru ly baromet­
ric. I t  should reflect the actual economic 
conditions, and all the manipulations that 
might be invented would be futile i f  the 
bases did not jus tify  a rise. The earning 
power of a nation should be the controlling 
factor in establishing security levels, and 
the security business itself has the right to 
claim part of this earning power.
The billions of dollars of capital required 
by the war and the many billions since, 
have made in this nation a vast number of 
security holders. From a few hundred 
thousand before 1916 who held securities, 
more than twenty millions became inves­
tors during the war, mostly in bonds. And 
in the period succeeding the war, these 
people turned to the leading exchanges and 
to the investment bankers and brokers for 
further investment.
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Who, then, dare say that these more than 
sixteen million stockholders and bondhold­
ers have not a claim upon the Government 
to protect them? I t  was the Government 
largely who brought them into being, which 
urged them to become investors. Can there 
be any doubt the Government owes them 
the responsibility to check improper finan­
cial practices—that it owes this vast army 
responsibility to supervise the industry? 
Certainly not. And the very fact that the 
Government has taken these steps, which 
are purely protective and in no sense finally 
prohibitive, w ill do more to restore and 
upbuild confidence in security trading than 
any device that has been employed since 
the New York Stock Exchange met under 
the buttonwood tree in 1792 at a place that 
is now in W all Street.
Wealth in the form of corporate secur­
ities can be maintained and developed only 
by a continuous free and open market, 
where the investors may buy and sell their 
securities assured of the going price and 
protected from sharp practices. And it is 
my belief that the investing public w ill find 
the markets to be firmer in their founda­
tions because of the safeguards and because 
o f the increased marginal requirements and 
the elimination of shoestring speculators.
Publicity w ill be an important element 
in the new conditions. Publicity, not of an 
occasional nature, but regular and informa­
tive. I t  w ill not be enough fo r a new en­
terprise to be candid in its original prospec­
tus ; it w ill supply its investors, from time 
to time, w ith publicity of such a nature 
that all w ill be as well informed as any 
individual could be. The greater the pub­
licity, the more protected the public w ill 
be, and the more corrective the influence 
upon the financiers. Those who inveigh 
against publicity do so usually fo r private 
purposes. The sort o f publicity we have 
in mind with respect to corporations w ill 
do them no harm and the public much 
good.
The S.E.C. desires to encourage proper 
investments. But, at the same time, it 
should be pointed out that the speculative 
risk in any investments, whether it be 
stocks or bonds, w ill be present in the fu ­
ture as it has been in the past; fo r no body 
of men—no government—no nation, is 
sufficiently wise to define the perfect in­
vestment, or to guarantee it, or to eliminate 
the risks of speculation.
There w ill be an effort made by the
S.E.C. constantly to keep in mind the 
larger aspects and to avoid the nuisance 
rules. Otherwise the restrictions might be­
come eliminations.
Recently an important economic research 
institution, privately endowed but operat­
ing fo r the public benefit, gave testimony 
of the enormous spread of investments in 
America. I t  discovered the fo llow ing:
“ Between 6  m illion and 10 million in­
dividuals own bonds and between 9 m il­
lion and 11 m illion individual men and 
women in the United States own stock. 
Every ninth or tenth man, woman and 
child in this country probably has a di­
rect stake in the nation’s security mar­
kets— which means at least one family 
in every three. O f the several m illion 
stockholders, about a million are em­
ployees who were sold shares by their 
employers. Another million are public 
utilities customer-owners. Over one- 
fifth  of all the corporate stock outstand­
ing is held by individuals w ith net in­
comes of less than $5,000 a year. The 
total market value of outstanding secur­
ities in 1932— the worst year of the de­
pression— was at least 100 billions. The 
value of stocks owned by individuals is 
nearly, and may even exceed 50 billions. 
Thus, nearly half of the value of all out­
standing securities is in the hands of in ­
dividuals. Through ownership of life  
insurance policies and payment of insur­
ance premiums, a considerable portion 
of which are invested in bonds, more 
than 50 million people are indirectly but 
nonetheless vitally interested in the se­
curity markets."
The investor— even the casual investor— 
has a definite and valuable function. O r­
ganized markets, operating freely and 
openly, are impossible without him. And 
without him financial soundness, which im­
plies a regular flow of monies and credits, 
organized and maintained by security mar­
kets, would be disrupted and practically 
ended.
I f  we of the S.E.C. do our job well and 
i f  we are helped by those we want to help, 
the New Deal in finance w ill be found to 
be a better deal fo r all.
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T h e  O r i g i n  O f  D e m o c r a c y
b y  C a r d i n a l  O ’C o n n e l l  
I n d e p e n d e n c e  D a y  O r a t i o n , F a n e u i l  H a l l , B o s t o n
I  AM  not going to present a form al ora­tion. There will be plenty of oratory to­
day, and although the occasion is w orthy 
even of the most inspired oratory, the 
times dem and of us fa r more than that. 
W e are the oldest democracy in existence. 
W e are observing this 158th anniversary 
of our democracy in times which have 
tested every o ther form  of governm ent in 
the world. O ur need today is not oratory 
but thought— clear, honest and deep 
thought— about our form  of governm ent; 
about the origin of dem ocracy; about its 
principles and p ro g re ss ; and about its 
dangers.
We know the meaning of democracy— a 
people’s government. I t  is the expression 
of the people’s inherent right to rule. Its 
origin goes back to God, Himself.
God made man in His own image and 
likeness and placed him in the paradise 
that He had made, and blessed him, and 
said, “ Increase and m ultiply and fill the 
earth and subdue it and rule over it.”  That 
is the inspired way of declaring the origin 
of democracy. That is the very founda­
tion of democracy. God made man like 
to Himself and made him lord of all crea­
tion. The earth is the Lo rd ’s and the fu ll­
ness thereof, but He has given it to men 
fo r our inheritance. The fish, the flesh, 
the fowl, and all the fru its  and products 
of the earth belong to man. A ll men are 
equally creatures of the Lord and rulers 
of earth; and equally all have the right to
[ During the past year we have noted two 
outstanding patriotic addresses. Singular­
ly they were both given on July 4, one, by 
Cardinal O ’Connell, was a philosophical 
discussion of the historical development of 
Democracy. The other, by Senator Borah, 
was a legal discussion of the constitutional 
situation by which we are now confronted. 
Both should not only be read but reread. 
A  careful study o f the principles enun­
ciated w ill better enable every American 
citizen to not only recognize his responsi­
bility but to meet it.]
bring earth under their subjection. This 
is the Divine right o f men, given to them 
by God.
This right contained another right, as 
tru ly  coming from the L o rd ; implanted by 
H im  in our nature. As we were created 
intelligent we had the duty to use our 
mind. The right to rule the earth was no 
small g ift, nor was it given to one man 
alone. By the very necessity of the case, 
by a law of nature, God gave man the right 
to organize his work. The very complex­
ity of harmonizing each one’s right w ith 
all men’s right— the need of peace and 
order incited man to share and portion 
out his common right. Man did divide 
the common righ t; and chose now king, 
now judge, now magistrates. To each or 
all of these they gave as much or as 
little  as their need dictated: I t  was 
theirs to give. And thus the people made 
their government. That was the origin of 
Democracy. I t  goes back beyond the 
furthest ages that we know— it finds its 
origin in God’s creation.
These are fundamental ideas, well 
known to every student of history. I f  I  
recall them now, it  is that you may give 
thought to them, fo r things may be too 
well known to be thought about; they are 
too easily taken fo r granted, and thus they 
are forgotten. I t  is because these princi­
ples were forgotten in the past that they 
were changed and lost.
The first thing men forgot was their 
own right to choose their rulers. They let 
other men look out fo r that, and lost its 
exercise themselves. They suffered selfish 
men to stay in power. They saw their 
kings assume the right to rule, as i f  it 
was their due, their very own. That was 
Autocracy.
T h e  F i r s t  S t e p
I t  did not start by usurpation. Its first 
step was the popular neglect of govern­
ment. The people selfishly cared first for 
their own material affairs. Nor was usurpa­
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tion its second step. The supreme exalta­
tion of kings came from some among the 
people, who found that this fitted best their 
selfish interests. A  centralized efficient 
rule procured such great advantages that 
it was swept into power despite itself. 
Only then arrived Autocracy.
As masters of the people now instead of 
their delegated legislators, rulers even 
went so far as to replace the law of God 
w ith their own whim or fancy. They 
seized the power of God and styled them­
selves Divine. Such were the Roman 
Julius and the Roman Augustus, who both 
styled themselves Divus Caesar. Here is 
a typical instance of self-assumed Divine 
right. I  choose to name them from among 
the scores of others, because they most of 
all have le ft their mark upon the civil 
government o f the world.
I  choose to name them also for another 
reason. In  the reign of the first Augustus, 
God, Himself, came down to earth to put 
an everlasting check to their Autocracy. 
These are the words of Christ Who came 
to bring back justice as well as love to all 
humanity. “ Render to Caesar the things 
that are Caesar’s and to God the things 
that are God’s.”  That was the Magna Carta 
of Democracy. I t  vindicated the Rights 
of God in human society: I t  restricted 
human rule to things of earth. And 
Jesus Christ was crucified fo r that princi­
ple, the freedom of the spirit.
I t  was the Church of Christ, recruited 
from the poor and lowly, and from  philo­
sophers and thinkers, that first gave men 
the right again to call their souls their 
own. The Church o f Christ upheld God’s 
Right and man’s against this so-called 
Caesarism and the Divine Right o f Kings. 
The Christian Church is the modern 
source of all Democracy.
She taught and teaches that all men are 
God’s creatures, nay more, God’s children: 
That none among them has the right, be­
gotten of himself, to rule others without 
due reference to the Supreme Governor 
and Lawgiver. She taught and teaches 
that men’s right to choose other men to 
wield authority is exercised to ensure just 
order which begets both peace and happi­
ness, and that this right o f man has come 
to him from God. She taught that all 
civil order coming from  God as it  does
must have justice fo r its expression. And 
that order and peace companion justice. 
She taught and teaches that Right is su­
perior to might. She taught always what 
we know as Democracy and she con­
demned always what we know as Autoc­
racy.
She did more than teach—she practised. 
She was herself the first true Democracy. 
In  the Church no man was borne to rule. 
Even the lowly born could rise to highest 
place. The clergy, then as now, came for 
the most part from the people. The people 
chose them, brought them to the Church 
fo r training, asked fo r and rejoiced in their 
ordination.
C l e r g y  a n d  P e o p l e
I t  is but a proper presentation of the 
tru th  to say that the clergy were the repre­
sentatives of the people during our early 
and middle ages. The greatest step in the 
mediaeval progress of Democracy was the 
addition of the body of the clergy to the 
body of the nobles in the councils of the 
king. I t  further may be said that the next 
stop was also, in great measure, due to the 
Church. I t  was the rise of the new social 
class o f city workers and merchants. They 
grew up through the Church’s fostering 
care and example, and by her aid were 
added as guilds to the existing government. 
Before the middle ages ended, and at the 
time when all the world was Catholic, the 
modern Parliament was formed. I t  dates 
back eight hundred years, to the same 
tw elfth  century that saw the rise of the 
University.
Not only in England and France, but in 
every Christian country there was a Parlia­
ment. The Church had so diffused the 
teaching of the people’s rights that no king 
or prince was able then to over-centralize 
his power, or obtain the money needed fo r 
that purpose, w ithout the consultation and 
approval of his people.
They brought to Parliament their 
Christian training quite as much as their 
class consciousness. They plainly acted as 
a human check on Monarchy. Their 
rights were always on their lips. The 
mediaeval trend was clearly democratic.
I t  would be a pleasant task fo r me to 
bring to mind the many other things that 
have been forgotten, of religion’s place in 
the progress of Democracy. Suffice i t
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here to state what every scholar knows, 
that in the middle ages the Church was 
the greatest check to the autocracy of 
rulers. The Church was the best and 
truest friend the common people had.
In  this review of how Democracy pro­
gressed, I  come to modern times. They 
started well. The Church had raised the 
people up and formed the Parliament. The 
Church had also brought about the Chris­
tian Monarchy, which happily, though 
slowly, took the place of Feudalism. The 
modern state was the child o f the Church. 
Local and popular liberty was being nicely 
balanced by a strong central authority. The 
Church stood sponsor fo r them both. 
Christian civilization had arrived at a peak 
in the thirteenth century, when modern 
times most properly begin, but then it 
started to decline.
Then Autocracy again put forth  its 
claims, and one by one the Christian states 
were Caesarized, by force. Each king 
aspired to be Caesar Redivivus. Not Ger­
many alone, or England, trod this path. 
Even France and Spain went just as 
wrong. Their kings also opposed the 
mediating influence of the Popes hitherto 
acknowledged as a fru itfu l check to 
tyranny. And it is almost a truism to say 
that when the Papacy was weakened, the 
Parliament soon decayed.
Let us come now to the story o f our 
own particular kind of Democracy. For 
the two hundred years between the Wars 
of the Roses and the English Revolution, 
the power of the crown in England in ­
creased at the expense of the people’s 
rights. The Absolutism which the Tudors 
practised was made a theory of govern­
ment under the Stuarts. The Church was 
made subordinate to the K ing ’s rule and 
even the K ing ’s w h im : Parliament ceased 
to be the voice of the people: The royally 
established Church and the cringing Parlia­
ment became the tools o f the tyrant. The 
theory o f the Divine R ight of kings took 
its place in the constitution of England. 
There was no freedom of Spirituals, no 
freedom of Temporals: The crown con­
trolled worship, silenced speech, censored 
press, confiscated property and even viola­
ted the basic right o f life.
S y s t e m  o f  A u t o c r a c y
This was the system of Autocracy from
which many free spirits fled to found in 
the new world their own idea of freedom. 
I t  was the system which Englishmen in 
the homeland overthrew by regicide. I t  
was the system which finally drove the 
Stuarts from the throne. The English 
revolution gave England a new constitu­
tion—a compromise w ith kings, a bill of 
rights for men. Deep, bitter, and lasting 
hostility to the Tudors and their successors, 
the Stuarts, and their system was the in ­
heritance of the American colonists. Pas­
sionate attachment to their liberties as 
granted them by the English Constitution 
marked their beginning and their growth. 
And when, under the Hanoverian, George
I I I ,  Autocracy was set up in defiance of 
the colonists’ rights, it  brought the Am eri­
can Revolution.
This time there was to be no question 
of compromise. The fathers of this Repub­
lic had no intention of merely recalling 
a b ill o f rights, compelling grants from any 
unw illing king. They threw the autocracy 
of a tyrannous monarchy and made a 
valiant, forceful declaration o f the rights 
of man: They established here a union of 
our free and independent states.
A  passion fo r their rights made those 
heroic men throw their all into that 
struggle fo r independence. Men like 
Washington and Carroll and Jefferson and 
Adams had intelligence, wealth and a 
noble conception of human rights and they, 
and the rest o f the noble band of the 
fathers of this Nation, gave proof o f the 
sincerity o f their professions by dedicating 
their lives and their fortunes to the re­
demption o f freedom, liberty and the 
rights of the people. They thus won back 
their freedom in spirituals and their free­
dom in speech, in press, in property, in 
home. These were the things they fought 
fo r ; their rights as men.
In  that immortal Declaration of Inde­
pendence these ideas found utterance. 
Their style and phraseology was that of 
Jefferson, the great tribune of the rights 
o f man, whose brilliant intellect and ardor 
in the cause fo r which he fought led him 
to know the whole history of human 
oppression and liberation from wrong. A  
student so profoundly informed of all the 
great traditional doctrines of government 
cannot be supposed to be ignorant of the
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doctrine taught and upheld fo r centuries 
by the Church and enunciated, at the very 
time when Autocracy was most forcibly 
practised by the kings of Europe, in the 
writings of a Cardinal of the Church, the 
great philosopher, sociologist and saint— 
Robert Bellarmine. A ll praise then to 
these two champions of liberty, Bellarmine, 
the Roman Cardinal, the great enuncia­
tion of the doctrines of human freedom, 
and Jefferson, their fearless champion.
F u n d a m e n t a l  P r i n c i p l e s
These doctrines embraced the three 
fundamental principles of our democracy 
—all men created equal—government de­
pendent on the consent o f the people— 
and the right of a free assembly. On 
these three principles the American Consti­
tution was worked out, a Constitution 
which was the normal result of those 
principles of government which the Church 
had forever upheld.
The American Constitution was an 
epoch-making document. I t  contains a 
Divinely given wisdom, more nicely formu­
lated perhaps than any in the world before. 
I t  was the long expected fru ition  of 
Christian ages. I f  it is properly observed, 
the people are forever saved from all the 
dangers of the ever-to-be-feared Autoc­
racy. I f  properly observed! For it  may 
be viciously altered, perverted even, as its 
predecessors were. Thus, our Charter of 
Liberty and Democracy, has its dangers. 
They lie in our own forgetting and neglect­
ing.
I t  is possible that we may forget the 
very source of all our rights. I f  we are 
born, in the highest sense into equality it 
is because we were created w ith the right 
of equality. We are equally the children 
of God. Now it is possible to forget God 
and God’s law. That is the very first and 
very greatest danger to our Democracy— 
Irreligion.
We would not so forget i f  we were not 
so absorbed in selfish things, and in this 
material world. There is a base material­
ism which thinks only o f the gathering of 
worldly goods to satisfy its foolish senti­
ments of vanity and greed. I t  thrusts 
aside the law of God because it  w ill not 
be retarded in its selfish course. And greed 
and vanity unchecked finally reach the un­
utterable blasphemy of the denial of God,
Himself. There is no use denying that we 
face today these dangers of Irreligion, 
Infidelity, and even Atheism.
They constitute a peril greater than any 
other. They undermine the very source of 
right. Unless the thought of God as the 
Supreme Ruler is kept clear in the mind 
and obedience to H is Law is kept strong 
in the heart, we may find might replacing 
right, and men’s equality an empty phrase. 
Unless God and His Law are always in 
our thoughts we shall come finally to think 
o f ourselves alone, and selfishness is at the 
root of every disorder in government.
The second thing that we must not 
forget is our right to judge justly our 
civic rulers. They are by law the ap­
pointees, and the agents o f the Nation. 
They are responsible to the Nation. We 
choose them to protect the public weal. 
They must not serve a mere group, and 
last o f all, themselves. We do not get 
our rights from them. Their right to rule 
comes from us as the whole people.
L e s s o n  o f  P a s t
The lesson of the past is plain in this. 
I f  we forget or neglect to exercise our 
legitimate control o f those whom we ap­
point to govern us they w ill inevitably 
exercise an unjust control o f the whole 
people. They w ill dictate to us even 
against our w ill. They w ill rule as i f  they 
had a Divine Right to rule, and that is 
Autocracy. We must not, even in our 
greatest need, forget the nice control, the 
checks and balancing of powers, worked 
out in our Democracy. And i f  the need 
demands a very large grant o f our power 
to our chosen rulers, we must watch the 
time when that need ceases, and retrieve 
our temporary grant.
The complexities and crisis o f modern 
life  may require varying applications of 
the fundamental principles of our Consti­
tution. Rulers are not given power only 
by tax payers. Wealth is not essential 
fo r holding office nor must an office be 
used fo r the unjust acquisition of wealth. 
Again the danger here is base materialism, 
which regards only human possessions and 
ignores humanity. We have a most v ig i­
lant work to do in constantly applying the 
true principles of our Democracy.
And finally a word about our place in 
the world. As no single man can stand
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absolutely alone, so no nation can stand 
absolutely alone. The well being of every 
nation requires a sense of security in the 
world. For this reason, America, great as 
our nation undoubtedly is, does not and 
cannot stand alone because Americans are 
not the only men of earth. For all the 
rest we must have that respect and kindly 
feeling which both our Constitution and 
the Gospels teach. But those very prin­
ciples demand in turn that the other
nations o f the earth show to America 
respect and justice.
“ A ll men are created equal: They are 
endowed by their Creator w ith certain 
inalienable rights, among which are life, 
liberty, and the pursuit of happiness.” 
These are priceless treasures. They are 
our God-given heritage. May God pre­
serve America and may He bless and pro­
tect those who, under His guidance and 
in H is place, safeguard our rights and our 
institutions!
A  N e w  D e a l  F o r  B u s i n e s s  A n d  T h e  C o u r t s
by N a t h a n  B o o n e  W i l l i a m s , Attorney, Washington, D. C.
I N the closing days of the last session of Congress, that body passed and the 
President approved, w hat may readily be­
come the most im portant enactment of that 
hectic Congress. T his accomplishment 
comes a fte r more than fifteen years of 
earnest urging of this reform  upon Con­
gress by the Am erican B ar Association 
and many able students of law and pro­
cedure asking tha t the Federal Judicial 
Code be amended by adding a new section 
which would authorize the courts of the 
U nited S tates in appropriate situations to 
enter declaratory judgm ents. This reform  
of potential significance comes a fte r some 
34 of the States have enacted a similar 
statute.
The last congressional hearing upon the 
b ill was in 1928, and there the subject 
rested until this year, when Hon. A. J. 
Montague of V irg in ia and Hon. W illiam
H. K ing of Utah piloted the measure from 
its forgotten pigeonhole to successful en­
actment.
The Act, Public No. 343, 73d Congress, 
approved June 14, 1934, reads as follows:
“ That the Judicial Code, approved 
March 3, 1911, is hereby amended by 
adding after section 274C thereof a new 
section to be numbered 274D, as fo llows: 
‘Sec. 274D. (1) In  cases of actual 
controversy the courts o f the United 
States shall have power upon petition, 
declaration, complaint, or other appro­
priate pleadings to declare rights and
other legal relations of any interested 
party petitioning fo r such declaration, 
whether or not further relief is or could 
be prayed, and such declaration shall 
have the force and effect of a final judg­
ment or decree and be reviewable as 
such.
‘ ( 2 )  Further relief based on a declara­
tory judgment or decree may be 
granted whenever necessary or proper. 
The application shall be by petition to a 
court having jurisdiction to grant the 
relief. I f  the application be deemed suffi­
cient, the court shall, on reasonable 
notice, require any adverse party, whose 
rights have been adjudicated by the dec­
laration, to show cause why further re­
lie f should not be granted forthwith.
‘ (3 ) When a declaration of right or 
the granting of further relief based 
thereon shall involve the determination 
of issues of fact triable by a jury, such 
issues may be submitted to a ju ry  in the 
form of interrogatories, w ith proper in­
structions by the court, whether a gen­
eral verdict be required or not.' ”
The constitutional warrant fo r the stat­
ute is found in Article 111, section 2, 
which outlines the judicial power o f the 
United States government.
The crucial words of the act, words 
which w ill control its application, are: “ In 
cases of actual controversy.”
As stated by one of the distinguished ad­
vocates of the measure, “ Its purpose is to
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afford security and relief against uncer­
tainty and doubt.”  O r as was graphically 
pictured by another before the enactment 
o f this la w : “ We have the same court, the 
same jurisdiction, the same procedure, the 
same parties, and the same question. Un­
der the present law, as it  now is, you take 
a step in the dark and then turn on the 
light to see i f  you have stepped into a hole. 
Under the declaratory judgment law you 
turn on the light and then take your step.”  
These statements very clearly declare the 
purpose of the law.
The legislation comes after many years 
of experience under like statutes in the 
States, and after the Supreme Court in 
twenty of them have found no constitu­
tional objection to this form  of remedial 
procedure, which seeks to provide oppor­
tunities whereby grave doubt and uncer­
tainty of private rights, privileges, powers, 
and immunities may be determined in cases 
of actual controversy before irreparable 
in ju ry  or liability attaches. The act ex­
cludes hypothetical, academic or moot 
causes. I t  leaves the court wide discre­
tion in determining its action.
The principle in the act traces back to 
Rome or earlier. I t  has been in successful 
use in Scotland fo r over 400 years and in 
England fo r almost a century. Thousands 
of cases have been determined under simi­
lar statutes and it  should prove an im­
portant and useful aid in the administration 
of justice.
The act is o f singular importance at the 
present time when almost every citizen has 
almost daily occasion to consider his rights, 
obligations, and responsibilities under Fed­
eral statutes, many of them new and novel, 
and in the administration of which, there is 
expressed determination in some quarters 
to break w ith established methods of deter­
mination of the issues presented.
Speaking on this subject to the American 
Bar Association in 1920, a distinguished 
member of the bar said:
“ The declaratory judgment has been 
made use of in England to enable the 
p laintiff to avoid the risk o f incurring 
penalties imposed by law, by declaring 
in advance his rights and obligations in 
a manner which m ight be most useful 
in this country.”
This speaker quoted an English judge
as saying:
“ the convenience in the public interest is 
all in favor o f providing a speedy and 
easy access to the courts fo r H is M a j­
esty’s subjects who have any real cause 
of complaint against the exercise of stat­
utory powers of governmental depart­
ments and government officials, having 
regard to their growing tendency to 
claim the right to act without regard to 
legal principles and without appeal to 
any court. . .”
This English justice might have been 
describing present-day American adminis­
trative conditions.
O f necessity, fo r actions to be brought 
under this federal law, the requisite ju ris ­
dictional facts must be present, such as 
arising under the Constitution or laws of 
the United States, or diversity o f citizen­
ship, and the like, though it  does not ap­
pear that any money sum o f jurisdictional 
amount is necessarily requisite to the main­
tenance of a proper action.
Under present conditions, what appears 
to be the most important class o f actions 
under which rights and responsibilities 
may be determined by means of appro­
priate proceedings under this new law are 
those testing the validity of statutes and 
ordinances and administrative powers ex­
ercised thereunder.
In  this class fall action and threatened 
action under such laws as the Agricultural 
Adjustment Act, the National Industrial 
Recovery Act, and codes adopted there­
under, and a host o f other new legislation, 
not to forget the activities of the Federal 
Trade Commission, and many other Com­
missions, Boards, and executive agencies 
of many kinds.
For business institutions not to avail 
themselves of this new opportunity fo r au­
thoritative court interpretation of contro­
versies arising between themselves and be­
tween themselves and the agencies of 
government in advance of prosecution or 
threatened action by government or other 
w ill be to convict themselves of insincerity 
when they are heard to argue: “ Oh, fo r 
a place where we can be told in advance 
whether our contemplated action is law ful 
or no t!”
W ith  the federal government coming in­
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to direct relation w ith the citizen in an in­
creasing multitude of situations, “ cases of 
actual controversy”  are and must be of 
frequent occurrence, and as government al­
ways acts through agents, these agents, up 
to and including the Attorney General of 
the United States w ill become appropriate 
parties respondent in actions to declare the 
respective rights o f the citizen in his rela­
tion to his government under federal law.
These rights when declared and deter­
mined by the courts become res ad judicata  
—it has been determined—and, subject to 
review, these determinations become of 
guiding availability to all similarly situated. 
Thus, as to new laws, there is no occasion 
such as existed fo r twenty years after the 
passage of the Sherman anti-trust law, to 
wait the pleasure of government depart­
ments or agencies to become stirred to 
bring suits against parties who may have 
been innocently proceeding on the advice 
of the best and most experienced counsel 
they could find. Government has the habit 
of picking its best case against the least 
valiant of defendants. The condition may 
now be reversed, the most valiant of 
plaintiff may take its strongest case to the
courts and require the defendant govern­
ment to set up its objections to the views 
and arguments presented. Advance settle­
ment o f disputed questions should prove of 
distinct value in many situations involving 
the citizen or business unit in its relation 
w ith and to government.
Then this law presages what may prove 
to be the solution o f what to do about the 
N R A  statute and other laws having to do 
with the regulation of business enterprises 
engaged in interstate or foreign commerce; 
legislation which is due to be enacted by 
the Congress assembling next January.
W ith  this act available, such new act as 
is probably forthcoming to take the place of 
present regulatory legislation of business 
activities may be a simple but broad one, 
and the business unit believing that its con­
templated action may be subject to ques­
tion w ill find little  difficulty in developing 
a “ case of actual controversy”  wherein 
jurisdiction w ill lie to have court deter­
mination as to the legality of the contem­
plated action or policy.
Thus are the courts restored to their 
functions and their r igh tfu l powers prop­
erly augmented.
T h e  N e w  D e a l  I n  D e p r e c i a t i o n *
by S. S. W e b s t e r , J r ., C.P.A., Los Angeles, Calif.
FO R  the past year and a half we have been surfeited  w ith news regard ing  the 
various aspects of the N ew  Deal, but little 
as to how the cost o f the program  was to  
be met. I f  any doubt on this score has 
remained in our minds, it has been m eas­
urably dissipated by the enactm ent by Con­
gress of the new Revenue Bill of 1934. 
The new law increases existing income, 
estate and miscellaneous taxes to an ex­
tent exceeded only by the w artim e revenue 
acts. In  addition thereto  the Governm ent 
is borrow ing vast sums of money tha t will 
eventually have to be repaid th rough  taxa­
tion, or, as suggested in some quarters, 
through inflation of the currency. But 
even inflation is described by m any econo­
mists as an insidious form  of taxation.
* A n  a d d re ss  d e liv e re d  b e fo re  th e  P e tro le u m  
A c c o u n ta n ts  S o c ie ty  o f  L o s  A n g e le s , Ju n e  
28, 1934.
A t all events it seems reasonably certain 
that taxes w ill play an increasingly impor­
tant role in the economic life  o f the coun­
try  fo r many years to come.
One of the most vital factors in the 
determination of the income tax liability 
o f individuals and corporations is the 
allowance for exhaustion, wear and tear 
o f capital assets employed in the trade or 
business, commonly referred to as depre­
ciation. The relative importance of this 
item in our scheme of taxation is evi­
denced in the report of the Ways and 
Means Committee o f the House o f Rep­
resentatives on the Revenue B ill o f 1934, 
in which, out o f an estimated additional 
annual revenue of $258,000,000, the admin­
istration o f depreciation allowances was 
expected to yield $85,000,000.
The concept o f depreciation in the 
minds of many of our financial writers o f
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the pre-depression era was that it  repre­
sented a mere “ bookkeeping”  charge to be 
cast out of the income statement in deter­
mining the per share earnings of their 
favorite speculative stocks. Despite the 
campaign of education undertaken in re­
cent years by the professional societies 
of accountants, in cooperation w ith the 
bankers and stock exchanges, the idea per­
sists in many quarters that the charge for 
depreciation in income statements of cor­
porations is an extraordinary item that 
may or may not be considered in evaluat­
ing their earning ability. This may well 
be because of the fact that, no matter how 
conscientious the accountant or engineer 
in the performance o f his duties, the esti­
mate of the loss in value of capital assets 
through use or deterioration is still an 
estimate, and subject always to the human 
element of error. I t  is also well known 
that the directors o f established and going 
businesses maintain their plants in a state 
of high efficiency through a systematic 
program of repairs and maintenance, and 
that the accounting officers in their zeal 
to minimize taxes have charged such re­
pairs and maintenance to current expense, 
in addition to as large a depreciation al­
lowance as the law would allow.
I  have long entertained the opinion, w ith 
which it is believed most accountants w ill 
agree, that depreciation is as tru ly  an 
operating expense as the labor and mate­
rials that go into the product, notw ith­
standing it  is paid in advance in the form 
o f investment in plant facilities instead of 
currently as in the case of most other 
operating expenses.
An examination of the legislative his­
tory of depreciation in its relation to 
taxes shows that all o f our revenue laws, 
beginning w ith the excise tax act of 
August 5, 1909, have made provision for 
a reasonable allowance fo r the exhaustion, 
wear and tear of property arising out of 
its use and employment in the business. 
The Revenue Act o f 1918, and subsequent 
acts, have in addition included a reason­
able allowance fo r obsolescence.
The numerous Treasury regulations and 
rulings have in varying degrees amplified 
the statutory enactments, but the guiding 
principle has always remained the same; 
that is, that owners of property used in
the trade or business shall be permitted 
to recover the cost thereof free of tax by 
way o f annual deductions fo r deprecia­
tion spread over the period of its useful 
life.
The proper allowance fo r such depre­
ciation, according to the Treasury regula­
tions, is “ that amount which should be set 
aside fo r the taxable year in accordance 
w ith a reasonably consistent plan (not 
necessarily at a uniform  rate), whereby the 
aggregate of the amounts so set aside, plus 
salvage value, w ill, at the end of the use­
fu l life  of the property in the business, 
equal the basis o f the property * * *."
W ith in  the outline of this broad principle 
wide latitude has in the past been given 
the taxpayer by the Treasury Department 
in the choice of the method he shall use to 
determine the proper allowance. He may 
follow any one of the several methods that 
are in accordance with recognized trade 
and accounting practice w ithin his indus­
try, but the method chosen must be one 
that tends to correctly reflect his net in­
come, and must meet the statutory test 
of reasonableness.
One of the first attempts by the Treas­
ury Department to promulgate rules for 
determining correct rates of depreciation 
was in the Manual fo r the O il and Gas 
Industry, issued under the Revenue Act of 
1918, representing the conclusions of a 
committee appointed to investigate and 
standardize depreciation allowances in the 
case of oil and gas properties. The Treas­
ury Department was careful to point out 
that the percentages and tables contained 
therein were intended only as a “ sugges­
tion”  fo r the guidance of the taxpayer in 
calculating his just tax, and were not to be 
applied indiscriminately to specific prop­
erty.
In  January, 1931, the Bureau of Inter­
nal Revenue published a preliminary re­
port entitled “ Depreciation Studies,”  con­
taining the results of an investigation of 
the subject over a five-year period, made 
w ith the cooperation of various trade asso­
ciations and corporations, but here again 
the Bureau cautions taxpayers against any 
attempt to apply the rates arbitrarily.
In  addition to the law, and regulations 
and rulings of the Treasury Department 
published from time to time, there has ac­
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cumulated a long line of decisions of the 
Board of Tax Appeals and the Courts, in 
which reasonable rates of depreciation have 
been determined fo r various items of 
property in specific cases, but many of 
these decisions have been influenced by spe­
cial conditions affecting the particular 
properties under consideration and are not 
reliable guides fo r a taxpayer, unless his 
property is o f the same kind and similarly 
circumstanced as that involved in the deci­
sion he is attempting to follow.
The question of depreciation assumed 
greater importance as a result o f the cir­
cumstances surrounding the enactment of 
the Revenue Act o f 1934. A  sub-committee 
of the Committee on Ways and Means 
of the House o f Representatives, in its 
preliminary report on the “ Prevention of 
Tax Avoidance,”  recommended that fo r 
the years 1934, 1935 and 1936 deductions 
fo r depreciation and depletion that would 
otherwise be allowable, even though sound 
from an accounting standpoint, be arbi­
tra rily  reduced by a flat 25%. This rec­
ommendation was opposed by the Treas­
ury, not only on the ground of its doubt­
fu l constitutionality, but on account of its 
inherent unfairness.
The Secretary of the Treasury, in a 
communication addressed to the Chairman 
of the Ways and Means Committee, ad­
mitted that in the past many taxpayers 
have through depreciation deductions 
built up reserves fo r depreciation out of 
proportion to the prior exhaustion, wear 
and tear of the depreciable assets, and that 
i f  past methods are allowed to continue the 
basis of the assets w ill be completely re­
covered through depreciation deductions 
before the actual useful life  of the assets 
has terminated. The Secretary therefore 
proposed an alternative plan of administra­
tive procedure for the determination of 
proper allowances fo r depreciation that he 
estimated would increase the revenue in an 
amount equal to that which would result 
from the proposal of the Committee.
Specifically, it is proposed to substan­
tia lly reduce the deductions fo r deprecia­
tion of many taxpayers in various indus­
tries, “ so that for the remaining life  of the 
assets depreciation w ill be in effect reduced 
to the extent that it  may have been exces­
sive in prior years.”  The essential charac­
teristics o f the new plan are threefold in 
number, and are perhaps best expressed 
in the Secretary’s own words, as fo llow s: 
“ first, by requiring taxpayers to furnish 
the detailed schedules of depreciation 
(heretofore prepared by the Bureau), 
containing all the facts necessary to a 
proper determination of depreciation; 
“ second, by specifically requiring that all 
deductions fo r depreciation shall be 
limited to such amounts as may be rea­
sonably necessary to recover during the 
remaining useful life  of any depreciable 
asset the unrecovered basis of the asset; 
and,
“ third, by amending the Treasury regu­
lations to place the burden of sustaining 
the deductions squarely upon the tax­
payers, so that it w ill no longer be nec­
essary fo r the Bureau to show by clear 
and convincing evidence that the taxpay­
ers’ deductions are unreasonable.”
I t  was pointed out by the Secretary that 
while the Treasury regulations have placed 
the burden of proof of the reasonableness 
of the deductions fo r depreciation on the 
taxpayer, they further provided that such 
deductions w ill not be disallowed unless 
shown by clear and convincing evidence to 
be unreasonable, and that this has been a 
particularly difficult matter on account of 
the volume of work required in the prep­
aration of detailed schedules of deprecia­
tion and the necessity of adducing clear 
and convincing evidence that the taxpayer’s 
claim was unreasonable.
Congress accepted the Treasury Depart­
ment’s alternative plan of administering de­
preciation allowances, in lieu of the arbi­
trary reduction of 25'%. The Treasury 
Department accordingly, by T. D. 4422, is­
sued February 28, 1934, amended the ap­
propriate articles of its regulations to in­
corporate therein the details of the new 
plan of administration. As a result of 
these developments, the Revenue B ill of 
1934, as finally enacted, contained only the 
usual provisions fo r a reasonable allowance 
for depreciation and obsolescence.
In  view of the foregoing circumstances 
it is fa irly  certain that depreciation allow­
ances are almost uniform ly going to be re­
vised downward, and that the income tax 
liability of corporate and other business, 
w ith the possible exception of personal ser­
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vice corporations, w ill be adversely affect­
ed by the new depreciation regulations.
I t  has been said that a well conceived 
plan of attack is the best defense. Tax­
payers w ill therefore be serving their best 
interests i f  they undertake immediately a 
survey of their particular situation, and 
the probable effect on their taxes of the 
new plan of administrative procedure as 
outlined in Treasury Decision 4422. I f  
the initiative in this matter is le ft to the 
Bureau of Internal Revenue, it is quite 
probable that the downward revision of the 
depreciation allowance w ill be much more 
drastic than i f  a careful revision is made 
by the taxpayer and submitted fo r the ap­
proval o f the Bureau. The fact that the 
taxpayer is better qualified to make the 
necessary revision is expressly recognized 
in the letter of the Secretary of the Treas­
ury to the House Ways and Means Com­
mittee, wherein it is stated that the “ deter­
mination of the useful life  of assets and 
the consequent rates of depreciation is 
largely w ith in the taxpayer’s experience.”
The amendment of the Treasury regula­
tions clearly provides that the taxpayer w ill 
be required to furnish detailed schedules 
of depreciation, showing the cost or other 
basis o f the assets and the portion there­
o f that has been recovered through de­
preciation allowances fo r prior years. 
Further, the allowances fo r depreciation 
w ill be limited to the amount reasonably 
necessary to recover during the remaining 
useful life  the unrecovered basis of the 
“ asset.”
There may be considerable significance 
in the use of the word “ asset”  in this con­
nection, in view of the Bureau’s well 
known aversion to the use of composite 
rates of depreciation, as expressed in Bul­
letin “ F,”  revised January, 1931. There is 
ground, therefore, for the belief that tax­
payers w ill be required to submit detailed 
analyses of their plant accounts, so as to 
show the cost by items or groups of items 
having identical physical characteristics 
and length of life, and to determine as to 
such items or groups of items the amounts 
o f depreciation that have theretofore been 
reserved or recovered. I f  this method is 
followed losses on the retirement of assets 
w ill undoubtedly be allowable as hereto­
fore, whereas i f  an estimated composite
rate is used fo r various assets having wide­
ly differing useful lives no losses w ill or­
dinarily be allowed fo r the retirement of 
specific depreciable assets.
W hile taxpayers may reconcile them­
selves to the necessity of submitting the 
detailed data required by the Bureau, many 
w ill no doubt object to the continuing 
volume of work involved in computing the 
periodic charges fo r depreciation by items, 
or even groups of items. A fte r the cost or 
other basis of the various items or groups 
of items, and the reserves for depreciation 
there against, have been determined, it is 
possible to arrive at scientific composite 
rates of depreciation fo r major classifica­
tions of assets that it is believed w ill be ac­
ceptable to the Treasury Department, and 
on the basis of which retirement losses w ill 
be allowable.
I t  necessarily follows that the remaining 
useful or economic life  of the various as­
sets or groups of like assets w ill have to 
be ascertained by actual inspection of their 
present condition by the plant superinten­
dent or some other employee having fu ll 
knowledge thereof, as well as the uses to 
which they are put. Such inspection should 
be made w ith the close cooperation of the 
accounting officers and/or auditors of the 
taxpayer charged w ith responsibility fo r re­
vision of the depreciation rates.
In  the natural resource industries there 
is a further factor that vita lly affects the 
determination of proper rates of deprecia­
tion, quite apart from the normal economic 
or useful life  of the assets; and that is the 
economic life  of the particular deposit in 
or on which the depreciable assets are in­
stalled or located. I t  is quite common fo r 
a piece of equipment to have a normal use­
fu l life  fa r beyond the economic life  of 
the deposit being worked, as to which the 
salvage value at the time of the exhaustion 
thereof is negligible. In  such instances, ob­
viously the taxpayer should not be restrict­
ed to a rate of depreciation based on the 
normal useful life  of the equipment, but 
should give consideration to the estimated 
life  o f the deposit.
In  the oil industry, w ith which you gen­
tlemen are identified, the useful life  and 
life  o f deposit factors are, by many com­
panies, accorded practical recognition in 
the case of oil well costs by the use of
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the unit of production method of deprecia­
tion, whereby the amount of depreciation 
is based on the quantity of oil produced 
during the year.
There are, however, many items of 
equipment and facilities used in the pro­
duction of oil and gas other than those 
classified as oil wells, as to which the unit 
o f production method is generally not ac­
ceptable to the Bureau of Internal Rev­
enue. These items may normally have sev­
eral years of useful life  after the exhaus­
tion of the oil reserves, but on which the 
expense of removal and setting up in a new 
location may closely approximate their 
salvage value and render such removal in­
advisable. I t  is to these items that it is be­
lieved the combination of the useful life  
and life  of deposit factors should be ap­
plied in order to determine the reasonable 
allowance fo r depreciation to which the 
taxpayer is entitled.
I t  is probable that the Treasury Depart­
ment w ill not attempt to apply its new 
plan of administration of depreciation al­
lowances retroactively to the returns of 
prior years that have been closed. A l­
though this may be so, taxpayers should 
not lu ll themselves into a false sense of se­
curity as to its effect upon them. Even if  
prior years’ returns that are closed are not 
reopened, this circumstance w ill by no 
means lessen the volume of work neces­
sary to furnish the required data to the 
Bureau for use in determining the depre­
ciation allowances fo r current and future 
years.
Taxpayers who have followed the prac­
tice of maintaining detailed card or other 
records of their depreciable assets w ill be 
in a peculiarly favorable position to bene­
fit, not only in the lessened volume of work 
necessary in the preparation of the required 
data, but in being able to secure allowances 
fo r depreciation more nearly commensurate 
w ith the actual loss in useful value of the 
assets through exhaustion, wear and tear. 
As to those taxpayers who have not kept 
adequate records of the plant and equip­
ment it w ill be much more difficult to as­
semble the necessary information, and, by 
the same token, as much in their interest 
to do so.
Inasmuch as the question of depreciation 
has been treated herein primarily in its re­
lation to taxes, it might be inferred that 
the determination of a proper allowance for 
depreciation fo r tax purposes has no rela­
tion to the accounting and financial policies 
to be pursued in the books of account and 
in annual statements. On the contrary, it 
seems to me that the various statutory en­
actments, regulations, rulings and court de­
cisions relating to tax matters all contem­
plate that allowance fo r depreciation be 
computed on the basis o f sound account­
ing principles, and shall as nearly as pos­
sible, in view of the uncertainties inherent 
in estimating the useful life  of an asset, 
accurately measure the actual exhaustion, 
wear and tear thereof.
This basic principle is not altered by the 
fact that, in the past, in the administration 
of the statutory depreciation provisions by 
the Treasury Department, it  may have ap­
peared to many of us that the taxpayers 
whom we represented have not been al­
lowed the fu ll measure of depreciation ac­
tually sustained on their properties. O f 
course this has seemed to us at the time 
to be due to pure and unadulterated 
“ cussedness”  on the part of the Bureau 
officials. Not improbably, however, our 
lack of success in this respect was due in 
part to our failure to assemble and proper­
ly present adequate data regarding the de­
preciable assets in question.
In  concluding, I  would urge that volun­
tary action be taken by all taxpayers a f­
fected by the new regulations—and I  can 
think of few who are not affected— in in­
stituting a survey of their depreciable as­
sets in order that revised rates of depre­
ciation may be estimated that w ill not only 
merit the approval o f the Treasury Depart­
ment, but which may form the basis for 
computing the charge for depreciation to 
be reflected in their regular books of ac­
count and in annual income statements. 
Having done this, you may perhaps justi­
fiably regard the result of your labor with 
satisfaction. But let me add a final note of 
caution. Do not thereby consider the de­
preciation question closed fo r all time, for 
no matter how carefully the proposed sur­
vey is made, or how conscientiously the 
rates are determined, they still represent 
an estimate that is subject to periodic re­
view and adjustment as the circumstances 
of the particular case may warrant.
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The W o rth  o f N . R. A .
By G e o r g e  P r ic e  E l l i s , C.P.A., Chicago, I l l .
G E O R G E  G E R S H W IN , one of the authors of that satire on Am erican 
governm ent, “O f Thee I  Sing,” is reported 
to have said of K atharine H epburn  during 
her brief stage appearance in N ew  Y ork, 
that she ran  the “whole gam ut of emotion 
from  A  to B .”
In  somewhat the same fashion, i t  seems 
to me, the public has run the gamut of 
emotion about recovery— from A  to B, 
never getting to the core of the matter. 
There has been a fatal lack of reasoned 
conviction, on the part o f those sponsoring 
N R A  as well as o f those opposing it. A  
shallow emotionalism has been applauded 
when hard, independent thinking was con­
spicuously needed. This has always been 
true, it  is merely more striking in emer­
gency. I  venture to believe that i f  ac­
countants and business men in the past had 
brought rigorous thinking to bear upon 
these matters, there would have been no 
emergency fo r which an N R A  must be 
invoked.
But now that it  has been invoked; now 
that we have this constructive opportunity, 
let us not be misled by noisy ta lk o f 
dictatorship and monopoly, nor blinded by 
tradition, and hoodwinked by untried 
formulas. Let us study this plan fo r 
industrial self-government as sanely and 
honestly as we are able; forget the bally­
hoo and do our own thinking.
Do not misunderstand m e! I  hold no 
brief fo r political or economic dictator­
ship. I  am not an advocate o f bureau­
cracy. I  merely believe that there are other 
forms of business control more to be 
desired than the domination o f all by the 
cut-throat competitor. And I  do believe 
that i f  a sense of social responsibility can 
be inculcated only by a training in regi­
mentation, then we must undergo the train­
ing. The reaction from bureaucracy may 
put us farther on the road to true coopera­
tion than an unwilling direct advance can 
accomplish. The progress of a democracy 
is never smoothly forward, but piecemeal 
—the net result o f gains and o f less than 
compensating losses.
We must not forget in our appraisal 
that the original blueprint o f N R A  called 
fo r less governmental activity than has 
since developed. The original blueprint 
assumed that industry was organized and 
ready  fo r the task of self-control. As a 
matter o f fact, trade associations were 
neither so numerous nor so well organized 
as had been thought. There was a dearth 
o f interest and o f able personnel. Very 
few groups indeed were strong enough to 
shoulder at once the new burden. Many 
trade associations were barely representa­
tive. Hence the early emphasis of N R A 
upon the Code Authority, representing all 
factions and all interests. Not until last 
September, did Gen. Johnson recognize the 
educational function and experience of the 
trade associations, encourage trade associa­
tion work, and sanction in some instances 
the appointment o f association directors as 
code authorities.
The official distinction now made 
between the trade association and the Code 
Authority contrasts the voluntary, non- 
inclusive membership of the association, 
w ith the compulsory and inclusive charac­
ter of the Authority. The line is sharply 
drawn between the educational and promo­
tional work of the association, and the 
limited and administrative function of the 
Code Authority. Diversion of code funds 
to typical trade association activity is held 
to be ground fo r complaint to NRA.
The mass of industry, confronted in the 
beginning o f N R A  w ith  the dual task of 
organizing itself and of formulating a code, 
leaned more and more heavily upon an 
equally new and unorganized Administra­
tion. The result could have been— indeed, 
was— foretold. Mistakes, blunders, were 
made. Hasty and ill-considered provisions 
were written into codes w ith the force of 
law. Education of the rank and file in 
underlying economic problems was wholly 
neglected. Basic policies were never 
form ulated; have not even yet been form u­
lated. For, the recently announced price 
policy (N R A  Release No. 5600 of June
7, 1934) is inconclusive, and not directly
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applicable to industries already under 
codes. Order and thoroughness were 
sacrificed to speed.
One of the major errors o f NRA, it 
is now seen, was an attempt to do too 
much, arousing public opinion to expect 
the impossible w ith  a corresponding re­
action when accomplishment fell short. 
Another serious mistake was the mingling 
of essential industrial reorganization w ith 
emergency steps fo r recovery. The argu­
ment, o f course, is that but fo r the emer­
gency, there would have been no popular 
support fo r the more fundamental pro­
gram. Nevertheless, the resulting distor­
tion has been a severe handicap.
The confusion between recovery and 
emergency steps has had the effect, of 
weakening individual effort in many 
directions. There has been a pronounced 
willingness to let the Government do it, 
instead of seizing the opportunity pre­
sented by N R A  to replan individual 
business, strengthen foundations, work 
intelligently w ith one’s fellows, build a 
better and firmer structure. This lethargy 
or indifference is more difficult to deal 
w ith than active opposition, and is more of 
a menace to long-run improvement than 
any brain-trust leadership.
The excuse of such laggards is that 
N R A  is temporary, and w ill soon be out 
of the business picture. In  support o f this 
view they point to the slowness of codifica­
tion, the wholesale revision immediately 
necessary, the problem of compliance, the 
rising tide of Labor rebellion, signs of 
real improvement in the business indices, 
the “ junking”  o f the service industry 
codes, the generally expected reorganiza­
tion of N R A  which may split its functions 
among existing departments of Govern­
ment.
A s p e c t s  o f  P e r m a n e n c y  i n  N R A
I t  is true that the present form  of N R A  
may change— indeed, is changing now. 
Nevertheless, there are aspects of perma­
nency. One of these is the fact that the 
basic principle of cooperation fo r indus­
tria l self-government has gained recogni­
tion. We have reached a salient in the 
business front which we may not be able 
to continue to hold, but having gained it 
once, we shall not permanently let go.. We
may have to retire from a position too 
advanced and therefore vulnerable, but 
ultimately we shall hold that objective as 
a matter o f course.
But in order to hold that advanced front, 
we shall have to learn to cooperate in more 
direct and simple fashion. I t  may take 20 
or 30 years. Mayhap, as a Harvard pro­
fessor has suggested, a new generation of 
business men must come up to leadership 
before the technique of cooperation is fu lly  
developed and ethical solidarity achieved. 
Equally certain is the fact that w ith any 
real progress in the direction of forthright 
cooperation, a return to the old competitive 
ways becomes not only physically impossi­
ble but absolutely unthinkable. I t  was 
wise observation that declared: “ W ith  two 
years’ operation under NR A, industry w ill 
find the codes indispensable, but it w ill 
take a generation to learn how to operate 
under them.”
A  second reason fo r believing in the 
permanency of the N R A  idea is the fact 
that it  is the culmination of a long period 
of growth. N R A  was not produced out 
of the a ir; cooperation is not a new idea. 
Trade associations have been a feature of 
American business life  since the Civil W ar 
period. They were becoming steadily more 
effective after 1911, and received added 
impetus in the Great War.
Cooperation is not foreign to American 
tradition. Frontier life  which character­
ized a portion of the American scene for 
centuries, was cooperative. Existence was 
a matter o f mutual dependence and mutual 
help. And this impulse continued after the 
frontier was gone. Lord Bryce a quarter 
of a century ago noted in his A m erican  
Com m onw ealth  the conspicuous enthusi­
asm of Americans fo r organization of all 
kinds— social, business, political, pro­
fessional, fraternal. Our so-called indi­
vidualism has never prevented our coming 
together fo r a variety of common aims; 
nor kept us from being exceedingly sub­
servient to public opinion. I t  has not 
restrained us from taking the giant corpo­
ration to our hearts; nor kept us from 
regulating public service industries; nor 
destroyed our trust in governmental action 
and our simple fa ith in the power of law 
to bring about fundamental reform. Real 
individualism we have never had. Our
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vaunted individualism is only a selfish w ill 
to be allowed to make money without fo r­
mal interference. True, the activity of 
others spurred by the same motive may 
ruin our particular undertaking. Yet such 
is the American fear o f monopoly inherited 
from the Revolution and from a later ra il­
road era; so ineradicable appears to be the 
notion that price control means monopoly 
and exploitation, that we seem, as a people, 
unable to face the facts o f our industrial 
world, unable to recognize the trend toward 
centralization and determine to control it. 
The distinction between public service and 
private industries is only one of degree; 
there is an element of public interest in all 
business, and classification for regulation 
is not static. Time was when the baker 
and the m iller were public business subject 
to direct control. Illinois is contemplating 
regulation of the fu r storage business.
Think of NRA, therefore, as giving 
legal status to natural forms of group 
action heretofore largely taboo. Think of 
it, too, as banishing the fiction that busi­
ness and government are separate, mutu­
ally exclusive worlds. Such a doctrine is 
progressively untrue in modern life. 
Business and government are so in ­
extricably bound up w ith each other, so 
mutually dependent, so essentially comple­
mentary, that it  is not longer possible to 
ignore the fact. Our public issues are not 
political questions on the one hand and 
economic questions on the other, separate 
and unrelated; they are politico-economic 
issues. International relations are a mass 
of predominantly economic problems— 
debts, investment, armament, trade, tariffs, 
quotas, economic penetration, colonial 
empire. Domestic policies are a snarl of 
economic considerations— taxation, central­
ization, public service regulation, govern­
ment finance and banking dictation, 
nationalism, agricultural recovery, indus­
tria l reorganization, labor strife and 
politics, economic planning!
T ry  as you w ill, I  believe, there is not a 
public question which can be viewed as 
purely political, or purely economic. 
Whether we like it or not, whether it 
seems in keeping w ith our so-called Am eri­
can tradition or not, we must acknowledge 
that we are living in a politico-economic 
world ; that government as representative
of all people cannot avoid economic 
responsibility; that business in turn cannot 
shirk its political and social responsibility.
This political and social responsibility 
of business involves changes in internal as 
well as in external organization, together 
w ith fundamental changes in the philoso­
phy of business. The New Deal is indeed 
“ A  new way of looking at business and 
life .”  No longer should or can Business 
decision be made w ith an eye only to an 
elusive individual profit. The business man 
must indeed see himself “ as a manager and 
trustee, not as an exploiter to take out of 
it all the traffic w ill bear. The feeling of 
ownership must be replaced w ith a feeling 
of guardianship of the commonwealth.”  
Code government emphasizes total pro­
duction and total potential market. The 
individual unit in return fo r the protection 
afforded by jo in t action, must in order to 
survive, fit into his place in the picture 
and jus tify  his individual contribution to 
the whole. Business decisions must take 
account of the effect upon employees, upon 
the market, upon cooperative production. 
In  this picture outlined under the codes, 
there is more challenge to business intelli­
gence, more reward to business acumen, 
than the handsomest competitive profit 
ever afforded. Price competition requires 
neither brains nor in teg rity ; business 
management under the codes calls fo r all 
the intellect, skill, and honesty a man can 
possibly bring to his job.
Social responsibility accepts stability of 
employment as a goal to be sought. Steadi­
ness of employment, steadiness of earn­
ings, steadiness of market factors are 
deemed good in themselves; and fo r the 
majority more to be desired even at the 
cost of “ color”  and adventure in life, than 
high wages intermittently, or large profits 
offset by depression losses, or volume pro­
duction at any price. We may have serious 
differences of opinion as to how such 
stability is to be attained; we may believe 
that there has been no fundamental correc­
tion so far under N R A ; few of us doubt 
the desirability of a stable economy i f  it 
be not also rigid. Wherever you go, look 
about you at the signs of worry and fatigue 
on every face; and estimate fo r yourself 
how much of what you see is due to the 
appalling sense of insecurity and of un­
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certainty in which every one walks. Study 
your employees, study your colleagues. 
Observe how their efficiency is cut down 
by worry so constant that they are scarcely 
conscious of its gnawing. In  terms of the 
New Deal, economic security fo r the 
average man, means employment so long 
as he is fit and wants it. For the owner, 
it means a Certainty rather than large in­
come. Most men, in their hearts, would 
rather have a secure reasonable income and 
a chance to give unmixed attention to their 
work than immerse themselves in a mad 
scramble fo r large return at the cost of all 
leisure, all the amenities of cultivated liv ­
ing. This is my interpretation of Presi­
dent Roosevelt’s declaration before the 
Code Conference last M arch : “ Humanity 
firs t; profits second.”
Security is also the goal o f business—a 
security which N R A  brings measurably 
nearer by its emphasis upon proper cost 
accounting and economic planning. A  
well-managed business has long had, in 
operation, proper accounting and budge­
tary control. Now come the codes offer­
ing all the units o f an industry the 
opportunity to meet such accounting 
standards; and, in addition, to expand the 
idea of an individual budget into an 
industry-wide budget. Economic planning 
in essence is no more than this— budget 
making fo r a whole industry.
Industrial planning means united study 
of markets, o f production methods and 
sources of supply, and of the vital relation 
between production and the market. I t  is 
logically impossible to consider either 
factor apart from the other, yet we have 
heretofore studiously avoided admitting 
the relationship. For example, in all our 
thinking about monopoly, we have con­
sidered it as directed at control o f supply, 
that is, production, whereas as a matter of 
fact, monopoly is directed at control of 
the m a rke t!
Industrial planning provides united ap­
proach to inter-industry competition and 
the problems of social cost it raises; united 
consideration of the claims of Labor; 
united effort to deal w ith the social cost 
o f obsolescence. What do we know about 
geographic distribution o f industry and 
wage differentials, their justification and 
the long-run result of freezing those
differentials in codes? How deeply have 
we gone into the comparative value of 
competing industries. For example, shall 
coal be protected against natural gas 
competition and government subsidized 
water-power development? Shall Alabama 
coal be protected against Muscle Shoals 
power? Was the 1,000 mile natural-gas 
pipeline from Texas to the Chicago mar­
ket, displacing coal, destroying a volume of 
railroad tonnage, rendering obsolete a 
large investment in steam plants—a 
socia lly  justifiable undertaking? D id any­
one look beyond the fact that the project 
could be profitably floated and amortized 
in 15 years at current rates, and that 
natural gas is a desirable fuel? Did any 
one take account of the waste of natural- 
gas pressure in protecting a vital oil 
supply ? Did anyone weigh the entire 
social cost?
Again, how much real analysis has gone 
into the government subsidized develop­
ment of water-carriage in competition w ith 
rail carriage? Quality fo r quality, is the 
cheapest always the best buy ? How pain­
fu lly  little  practical thought has been 
given to the social cost o f our terribly 
muddled and stupid systems of taxation! 
What possible economic justification is 
there fo r there being 285,000 tax-levying 
units and 195,000 spending units in our 
governmental set-up ?* Did anyone foresee 
that the enlargement of federal spending 
power by the 16th Amendment would con­
tribute heavily to the breakdown of local 
government and accelerate the trend 
toward centralization w ith its attendant 
effect upon Business ?
Has there been even a beginning to 
understanding the problem of obsolescence ? 
Depreciation methods are still being de­
bated academically, yet depreciation has 
become unimportant beside the stark diffi­
culty of solving obsolescence. A t what 
point does a machine become really obso­
lete? Have we any sort o f scientific 
standard fo r weighing the social cost of 
scrapping and replacement? How much 
really objective do we know about the 
effect o f invention upon the labor market, 
upon surplus control, and upon the total 
cost of doing business? An economist
* T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t , M a y , 1934.
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claims authoritatively that the stupendous 
development of technological improvement 
since the beginning of the depression 
strictly limits the possibilities o f absorption 
of unemployed workers through shorter 
work-week. A  considerable rise in pro­
duction has become possible, in spite of 
the 35 or 40-hour week, solely as a result 
of improved machinery.
These are questions which few business 
men have consciously recognized, and 
fewer still have been in a position to 
appraise in detail or at all. Yet the future 
of business requires their answer. The 
strength of code government lies in the 
promise it  holds that Code Authorities 
w ith the help of the Research Division of 
N R A  may delve into these matters which 
are so much beyond the scope of any one 
business. Then, when all units have equal 
access to a common pool of research 
information, w ill come the real test of 
small-business efficiency. The basis of 
competition w ill be management.
Indeed, management w ill have to be the 
common property both of small and of 
large business. A  few leaders cannot 
assure the success of code government; 
intelligent leadership can accomplish noth­
ing without an equally intelligent fo llow ­
ing.
What are some of these problems of 
management which the codes are so much 
emphasizing? F irst of all, is the place of 
Small Business in the code set-up. I t  is 
true that many codes have been much 
influenced by the strongly organized larger 
units. This is due in part to the lack of 
cohesion and of cooperative spirit among 
smaller units. But it does not follow that 
all codes are strongly monopolistic and 
oppressive of small units. There are 
codes which have benefited the small 
operator fa r more than the large operator. 
I t  is true, also, that in highly competitive 
industries, the codes afford the small unit 
more protection temporarily than is 
possible under severe competition. The 
codes may afford a breathing spell fo r 
those units hard pressed by cut-throat 
tactics, but it  must not be supposed that 
the codes w ill therefore operate indefinitely 
to safeguard and preserve inefficient and 
marginal businesses. In  the long run, 
such business cannot exist under the codes 
any more than it can withstand a competi­
tive weeding out. The weeding is inevi­
table, only the method is different. In  the 
main, I  think, code pressure upon the 
small business can be attributed more to 
the manner in which the code is admin­
istered, than to its provisions. The pro­
visions can always be changed, when their 
effect has been demonstrated.
For example, the small unit which does 
not have a highly specialized personnel, 
may find the reports and statistics burden­
some just as small Code Authorities have 
in some instances found it valuable to 
unite under a single secretarial staff. Per­
haps—indeed, very probably, the small 
unit’s accounting is inadequate and must 
be revised or expanded in order to supply 
the code data. The first and most funda­
mental operation under the codes therefore 
is to bring individual accounting into line 
w ith the best practice and uniform  with 
that o f other members of the industry so 
as to aid comparison and planning.
Again, one of the most fundamental 
aspects of N R A  is the change it brings in 
the goal of managerial activity. We have 
so long been concerned w ith improving 
production, w ith  making more and more 
goods at a lower and lower unit cost, with 
sacrificing all other considerations to pro­
ductive efficiency, that we have habitually 
quite lost sight of the other side of the 
problem which is the market fo r the 
mountainous quantities of everything pro­
duced so sk illfu lly  by men and machines. 
Our market technique has been of the 
nature of “ gate crashing”  fo r the competi­
tive sport o f it  w ithout much regard for 
what lay behind the gates so gaily broken 
down. Under N R A  a halt is called 
temporarily upon thoughtless production. 
Putting a bottom under prices, recognizing 
the cost factor in pricing, standardizing 
costs, and lim iting  production-—suggest the 
end of an era. They suggest that the 
business genius that has built up mass 
production must now devote itself to the 
untouched problems of distribution. I t  
seems quite certain that from now on, 
progress in cutting the costs of distribu­
tion must be the high achievement of our 
business men, although we have by no 
means reached the lim it of production 
economy. There is still room for accurate 
forecasting and purchasing in anticipation
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of a rise, fo r refinement of inventory con­
trol, fo r exact specification and testing of 
raw materials, fo r better labor perform­
ance. The way is open to an immensely 
more efficient labor factor, through instruc­
tion, capitalization of special aptitudes, 
fitting the job to the worker, study of 
fatigue and the quality of shop foreman­
ship, so arranging the process that skilled 
help is used only on skilled work. Never­
theless, the larger part o f reducing cost to 
the consumer must come in Distribution.
Take just one phase of the distribution 
quandry—the high cost o f selling. These 
years of poor business it has been 
customary to put any number of salesmen 
or sales units in the field on commission. 
Suppose a salesman sells a small fraction 
o f the total number of cold prospects he 
approaches; he does not make a living fo r 
himself, nor does he help the producer’s 
market. For every unit sold, he has wasted 
time and effort perhaps on hundreds who 
never were and may never be prospects; 
he has perhaps taken the cream and im­
measurably increased sales resistance in 
the market. H igh pressure selling gener­
ates a more than proportionate resistance. 
I t  has largely stimulated the hand-to- 
mouth buying which has been so un­
settling a market factor fo r a number of 
years. The system of spraying salesmen 
over a territory to dig up what business 
they can, regardless of the competitive 
situation, regardless of the actual and 
potentia l market, regardless of the expense 
of serving the area, is a wasteful method. 
Seldom does a sales manager analyze his 
market intensively layer by layer, and then 
tap the profitable layers w ith concentrated 
selling. One market map may be dotted 
w ith colored pins, and another have only 
six or seven or a dozen, and the latter 
represent the better business getting 
because behind it is the finest type of 
market research.
Duplication of facilities is one of the 
great wastes of distribution. But before 
the codes, we le ft its correction to the 
working of competition—a slow and nega­
tive attitude. So slow, indeed, that 
competition did not prevent the Census 
reporting approximately one grocer to each 
72 families fo r the country; nor prevent 
a census of one city showing 1,000 food
dealers for 138,000 population. I f  it  be 
estimated that each dealer employs four 
others besides himself in selling, delivery, 
bookkeeping, there was one person engaged 
in food retailing fo r each 28 persons. 
W ith  such data before us, it  is not sur­
prising that market analysts estimate that 
fo r every dollar paid the producer for 
bread, the distributing machinery absorbs 
two. Everyone knows the obviously waste­
fu l practice of duplicate m ilk distribution.
The defense always advanced to any 
attack upon such costly methods is that 
it means employment of a large number 
of people, and any artificial attempt at 
economy would mean a more costly un­
employment. The tru th  is that until code 
government was formulated, such prom­
lems have been consciously avoided, as 
having too many ramifications for any 
individual effort at correction. We have 
not even studied them, let alone tried to 
deal w ith them. Now, at least, we admit 
their existence, and eventually cooperative 
action to solve them may be possible.
Finally, there is the supreme managerial 
problem, raised by the shift in the basis of 
competition from price. The recently 
announced price policy definitely approves 
“ open price posting.”  The immediate 
effect o f open pricing is to stress quality. 
I t  entails close specification and definition 
o f standards— a study of quality in which 
the cost accountant must have a leading 
part. Price competition has permitted low 
quality goods to absorb a disproportionate 
part o f the market. The most profitable 
business is one which maintains a due pro­
portion between quality and cheapness. 
Management confronted with restrictions 
upon price, quantity and labor, must find 
new outlets by developing qua lity— either 
better quality at the going price, or quality 
independent of the market. Design, 
national brand acceptance, basic standards 
of quality, must be more consciously 
considered in every aspect o f business.
I  have in mind a manufacturing 
business producing an essential engineering 
product. Marketing was through indepen­
dent distributors, competition maintaining 
the product o f all manufacturers at fa irly  
even quality. When a smaller producer 
absorbed a distributor and cut loose from
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distributor competition in marketing, the 
quality o f his product suffered. The size 
and the strength of the steel was shaved 
to the danger point, in order to get business 
on a price basis.
Quality is stressed, too, in another 
direction—that is, quality selling! The 
salesman who has made an intensive study 
of his product and its market so that he is 
in a position to counsel the buyer in te lli­
gently, is the salesman who w ill get the 
business. Knowledge and integrity come 
into their own as high pressure tactics 
become obsolete.
Another aspect of price control opened 
by the codes is the discount. We have 
been so accustomed to thinking in terms 
of quantity discount that we have quite 
lost sight of their origin. We must learn 
to th ink instead, in terms of fu n c tio n a l dis­
count. The abuse of the quantity discount 
to the point of mere price discrimination 
in favor of selected customers must come 
to an end. The so-called quantity discount 
was justified when it represented payment 
fo r a special service perform ed; when it 
represented the saving to the manufacturer 
by reason o f large concentrated orders, 
saving in selling expense, saving in financ­
ing charges. The wholesaler earned his 
discount when he took on the cost of 
reaching the retail buyer, o f warehousing 
and transportation, o f credit and carrying 
charges. He was entitled to his discount, 
when he acted as a cushion between 
economical production by the manu­
facturer, and the retailer’s tendency to 
hand-to-mouth buying and rush demands. 
The discount provisions written into many 
codes, aimed at restoring the discount to 
its legitimate functional character are 
sound in principle.
Price control means an end to price dis­
crimination by means of free goods and 
premiums. Heretofore, when free goods 
have been given, they have been treated 
as advertising expense and the cost dis­
tributed over a wide market. Now, under 
the code set-up, such inducements become 
a combination offer, and the whole com­
bination expense must be charged to the 
unit sale. N R A  has ruled that premiums 
must not only be included in cost but be 
included, as well, in the terms of sale in
open price posted.*
Most important, in the codes and in the 
new price policy, are the accounting pro­
visions. There is first, the provision 
generally that “ selling below cost”  is un­
fa ir competition. I  see absolutely no 
reason why goods should be sold below 
cost, except remainders, seconds, style 
clearances, or in emergency. Such excep­
tions can be properly safeguarded. W ith ­
out such prohibition in the codes, there is 
no barrier to destructive price cutting, the 
evils of which we all know.
Second, there is the definite approval of 
open price posting in the recently 
announced price policy. The safeguard 
erected is the requirement that open price 
lists and terms of sale should be filed with 
an impartial agency. Code experience so 
far has shown that some Code Authorities 
have not measured up to their trusteeship, 
and have made selfish use of the data com­
ing to them, to oppress members whose 
quotations were lower than the average. 
The new regulation obviously is an 
opportunity fo r the accountant. He 
especially by his training, his experience, 
his professional character is able to per­
form such service to the Code Authority, 
without fear or favor. Even a “ dis­
interested agent”  from  outside the industry 
who may be appointed to the Code 
Authority in order to meet the require­
ment, is hardly to be held free from bias.
The prohibition against selling below 
cost is meaningless, however, unless cost 
be adequately defined. I  do not mean a 
set formula laid down by N R A ; that is 
impossible, industry is too various, too 
complex. But cost elements w ith in an 
industry can be normalized, and a method 
laid down which w ill provide comparable 
data. The codes have quite generally fa­
vored “ uniform  accounting,”  but the recent 
price policy, while “ recommending”  such 
provision, makes its acceptance optional 
w ith the individual unit. There is a dis­
tinct weakness here. For, w ithout uniform  
accounting, the whole basis of regulation 
whether by government or by industry 
breaks down. W ithout uniform ity there 
is no basis of comparison, no adequate 
check upon price-cutting. A t the same
* Release N o . 5328 o f  M a y  25, 1934.
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time, uniform  accounting must be a matter 
o f method rather than of system. There 
must be room fo r the individual unit to 
adapt its present operation to the industry 
standards so that it  may present compa­
rable statistics, without having to change its 
whole accounting system. The accounting 
provisions must provide prim arily fo r 
uniform  nomenclature and definition. For 
example, interest on investment is part of 
the economic cost of doing business, but 
it is not included in cost accounting of 
production. The capacity factor which is 
often ignored, becomes very important. 
The policy of N R A  is to require thorough 
analysis of this factor in any cost account­
ing procedure which comes to it for ap­
proval. There is purpose in th is : first, the 
capacity factor enters into sound cost 
analysis and price-making; second, it is 
fundamental in any adjustment of pro­
duction to market; third, it  is essential to 
statistics of employment, of purchasing 
power, of distribution of skilled help, and 
to any estimate of the maximum labor 
burden which an industry as a whole may 
be expected to carry. Setting maximum 
hours per day and per week is pure guess 
work without the capacity analysis which 
is waiting to be made, when the data are 
at last available. Uniform  accounting 
implies some comprehensive definition of 
depreciation and obsolescense. U niform  
methods provide the accountant w ith the 
means to show relative position of a unit, 
from the data in the Profit and Loss 
Statement and Balance Sheets. Instead of 
being able to compare position only w ith 
the preceding year, or the year before, or 
five years before, the code requirements 
w ill enable one unit to compare its results 
w ith the industry’s average, and i f  fa r out 
o f line to seek the answer in management.
This whole price and accounting con­
trol program, along w ith code government, 
must be studied from the angle of what is 
best fo r industry, rather than from the 
angle of tearing down because pressure 
is fe lt in one direction or another. I f  the 
principle is right, and I  believe it is right, 
it must be made to work, by willingness 
to cooperate, willingness to give and take 
in the process of adjustment, willingness 
to back a principle although some practi­
cal hardship may follow, willingness to
fight fo r a fairer, decenter code of business 
ethics than has been the rule in the past. 
Most business men, I  have found, would 
prefer the ethical, straightforward way of 
doing business, but have had to compro­
mise their principles in order to survive 
the competition offered by unethical 
minorities. Code government is the 
charter of honest business; it is fo r 
business to measure up to its responsibility, 
and start pulling its weight. Business has 
the greatest opportunity in the history of 
the country. The responsibility is equal 
to the opportunity. The reward is beyond 
imagination.
H a p p i n e s s
by M a u r i c e  C. M o o r e
I  R E A D  in the papers the other day of a rich man who is touring the world in 
the hope of finding “ju st ten minutes’ hap­
piness.”
He doesn’t believe he can get it. “ I  am 
turned fifty ,”  he told the reporter, “ and 
I  can honestly say that I  have never experi­
enced what is called ‘happiness’ yet.”
Poor rich m an!— if  it were true.
But it is not true.
Probably he doesn’t know this himself, 
but I  wager he gets solid chunks of happi­
ness out of telling the world that he has 
never been happy.
Psychological. We are queer fish, we 
humans.
Don’t we know, fo r example, the indi­
vidual who is always talking about his 
aches and pains ?
You may pity him profoundly, but it is 
misplaced sympathy.
Strange as it  may seem, H E  is so built 
that he gets his maximum of fun from life 
that way.
He has a subject that rouses him and 
gives him snap. His eye may have been 
dull and jaded before, but see how it lights 
up when he dwells on his ailments! He 
becomes eloquent, warms to you and man­
kind. Cure him of his lumbago, or what­
ever it is, and you rob him of his central 
interest. But he’ll not be cured; he’ll see 
to that. Give him no excuse fo r lumbago 
any more, and it w ill be sciatica or phle­
bitis next week.
( Continued on page 482)
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TALKING SHOP
A  D e p a r t m e n t  C o n d u c t e d  b y  L e w i s  G l u i c k ,  C.P.A.
A long time ago when this writer was 
about nine years old there was a popular 
song of the day which went (as to the 
words) like this:
“If you ask me why I love you, I would 
ask you if you know 
Why the tiny stars above us, nightly shine 
upon us so.
There is something in your manner, there 
is something in your smile 
There is something seems to tell me, you 
are just my style.”
Well, that is the way we feel about 
Washington (the City, not the M an). We 
fell in love with her the first time we saw 
her in 1917, and the oftener we come here, 
the more we love her. It is hard to make 
others realize such affection for a city, un­
less they feel the same way, instinctively. 
It isn’t because we have such joyous recol­
lections of good times here. Some of our 
most painful experiences, including a long 
spell in hospital, occurred in the nation’s 
capital city. We’ve never had time to see 
the city as the veriest tourist does. The in­
side of the White House, the Bureau of 
Engraving and such commonly visited 
places are still unknown to us, for our stays 
in Washington, even when for months, are 
on business; and the hours during which 
business is done are also the only hours 
when these spots can be seen. On the 
other hand, by making good use of week­
ends and the trolley and buses, with which 
the city is so well provided, we have gotten 
a knowledge of the District of Columbia’s 
geography which many a native lacks. 
Some day we intend to substitute for the 
megaphone man on a rubberneck bus. But 
all fooling aside, it’s a grand tow n; and 
the C.P.A. who rushes in and out for a 
BTA hearing gets little of its charm. We’d 
like to see our next national convention 
here. Talk it up at Atlantic City; and if 
it is so voted we want to be on the com­
mittee to show you all the town we love 
best.
Mr. W. G. Sanders (see our May 
1934 number) writes that his case has 
been appealed. It will be tried in San 
Francisco in September. We trust he wins 
and lets us know.
More recent examination papers. “The 
records of a corporation may be divided 
into two classes, financial and corporal.” 
Senator Harrison of New Jersey, who was 
speaker at a meeting in Newark last win­
ter, should get a particular kick out of this 
one: “Government bonds are issued for 
the purpose of raising funds with which to 
retire existing obligations.” But the best 
is th is: “Rolling stock is that which has 
a higher face value than the assets for 
which it was issued.” Will the new Fed­
eral Securities Commission please note.
On Sunday, June 10, the N. Y. Times 
contained an advertisement offering some 
realty for sale, which stated “C.P.A. will 
confirm cost figures.” We congratulate the 
owner, Mr. Brickner, on his perspicacity 
and hope he got the full $5,400 he asked 
for the property.
The June number of the official organ 
of the Texas Society of C.P.A’s contains 
a plea from the editor for contributions 
from members. We’ll be glad to let him 
have some of our surplus material from 
time to time if he’ll only send us an item 
once in a while. But this is as good a time 
as any to ask all our customers to con­
tinue to support us, of course, but to sup­
port their State outfits first.
The Kid has been reading the July num­
ber of the GOLDEN BOOK magazine, 
wherein Phyllis Bottome, English novelist 
remarks “The two best subjects for con­
versation are talking shop and making 
love.” That reminded Star of a song that 
was immensely popular when he was in 
the Army in ’17 “If he can fight, like he
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can love oh what a soldier he w ill be!”  
A las ! We are in the N avy; and are still 
a bachelor.
E R R A T A  
We saw Joe Penner, radio star, in per­
son, recently. He wasn’t nearly as funny 
as we expected, but we want to borrow 
one of his expressions right now. W O E- 
O H-O H-is me.”  For we read the proof 
of the International Law article in the July 
issue and let two errors get by us. On 
page 403, last line of the introduction sub­
stitute w hen  fo r “ until,”  and make sense. 
And on page 405, second column, line 7, 
there should be un  in  fron t of “ necessary.”  
Excusitpleeze!
Captain J. A . Schofield tells this one: 
When he was a boy in Hannibal, Missouri, 
there was a firm  of general merchants 
whose bookkeeping methods were simple 
yet effective to an extreme. When a per­
son w ith something to sell came in each 
member of the firm  would weigh or meas­
ure the stuff. Then they would agree on 
the price; after which each would dig 
down into his respective jeans and bring 
up one-half o f the amount. No accounting 
fo r proprietorship there. And presumably 
each sale was likewise instantly appor­
tioned between the partners. Well, Cap­
tain, it wouldn’t work these days of income 
taxes, but thanks fo r the reminiscence.
The N. Y. T im es  fo r July 29, in an 
article on the Department o f Justice, said 
“ More than 82% of the investigative per­
sonnel have had legal training or were 
expert accountants before entering the d i­
vision.”  O f course that leaves out a defini­
tion of “ expert,”  but taking it  to mean 
what it should mean, “ Certified Public”  
we are reminded of a story which appeared 
in the N e w  Y o rk e r magazine a few years 
ago:
Mother: “ Eat your spinach, Junior; 
why I  know dozens of children that would 
be glad to have such nice creamed spinach 
for lunch.”
Junior: “ Name one!”
T H E  SHOP T A LK E R S  
“ W hat’s on your mind, Dash?” said the 
K id.
“ Too much,”  he replied. “ Strikes every­
where you turn. Fights about everything. 
Prices, profits, advertising. H its  us all, 
and yet we seem to be powerless to do any­
thing.”
“ Tell your Congressman to watch his 
step next November,”  suggested Oldtimer. 
“ That’s one thing all o f us can do, and 
should do. And now who’s got some good 
professional story to tell?”
“ That’s no way to stop things,”  retorted 
Dash. “ Trouble w ith our profession is that 
it  doesn’t  take enough interest in public 
affairs. Here we are in a crisis and you, 
Oldtimer, o f all people, want to tell 
stories.”
“ Yes,”  replied Oldtimer placidly. “ I ’ll 
admit that we are Americans, and there­
fore too prone to let politicians rule us. 
But this is lunch time, and i f  one would 
live long, quiet and a little  laughter at meal 
time is needed.”
“ Huh,”  snorted Dash. “ W hat’s the 
use o f long life  under a dictator, whether 
he’s a Commissar or a Führer ?”
“ W ell,”  said the K id , “ that proves Old- 
timer’s point. I f  you don’t want to live, 
then at least be as happy as you can till 
you die.”
“ A r rh ! You make me sick,”  said Dash. 
“ W ell,”  said Sinbad, “ I  remember that 
Abraham Lincoln read a story by Artemus 
W ard to his Cabinet in a bigger crisis than 
this.”
“ Oke,”  snapped the K id. “ Now which 
o f us w ill imitate W ard?”
“ How about Rover, there,”  said Old- 
timer. I t ’s months since we’ve seen him, 
and he ought to have something to tell.”  
“ W ell,”  said Rover, “ I  ought, at that. 
But i t ’s hardly what you’d call a profes­
sional yarn.”
“ A ll right,”  snapped the K id. “ Be un­
professional !”
“ I  reckon,”  continued Rover, “ that most 
o f us are pretty regular newspaper read­
ers. W e’ve got to be to keep up with, and 
ahead o f our clients. I  understand that 
some schools o f commerce make the read­
ing of a paper, especially the business 
pages, part o f the curriculum. But, 
shucks! I f  a boy can’t figure out fo r him­
self that i t ’s necessary, no amount of teach­
ers can make him. M y kid cousin in New
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Haven tells me that there’s hardly a room 
in the dormitories which does not get a 
morning New York paper every day, and 
many of them take two. Yet there is no 
faculty admonition to do so.
“ Anyhow, whenever I  get into a town, 
I  make it  a point to get all available local 
papers and read them th o ro u g h ly , even to 
the personals and heart throbs. Many a 
time I ’ve gotten an interesting slant on the 
client’s business, and always I ’ve gotten 
along well w ith the client by showing an 
informed interest in his community.”
“ By gosh!”  said Star. “ That’s an idea.”  
“ But once,”  went on Rover, “ I  got a 
big laugh out o f it, that I ’ll never forget. 
I  was in a seaport town of about forty 
thousand, auditing a fishery company. One 
night the local Dorothy Fa irfax ran a ques­
tion like this: ‘Whenever a certain young 
man comes to call on me, he brings me a 
quart o f oysters. Should I  accept them ?’ ”  
“ Haw, haw,”  guffawed the Kid. “ Tell 
that to Ripley.”
“ I ’ll make you eat the clipping and the 
scrapbook i t ’s in i f  you don’t keep still,”
said Rover. “ I  thought that pretty amus­
ing, but held my tongue about it  until the 
next afternoon, when the twenty-three-year 
old son of the owner, at quitting time, 
started off w ith a container fu ll o f fresh 
shucked oysters. ‘A h a !’ I  said, ‘So you’re 
the young man who was in last night’s 
papers.’ W ell there was a roar of laughter 
in the office. Every one of the women, 
from the motherly old head bookkeeper 
down to the prettiest little blond steno I ’ve 
ever seen was convulsed w ith laughter. 
Every one of them had felt like saying just 
what I  did to the young boss. I ’ll say this 
fo r h im ; his face was red, but he took it 
like a good sport. And while I  had always 
gotten along all right w ith the staff, from 
that moment on I  was aces high.
“ In  fact it isn’t three months ago that I 
ran into the man who now does the job 
fo r the firm  that still does the audit, and 
he told me that the girls who are still 
there from my time, are still asking for 
me.”
“ Such popularity must be deserved,”  
quoted the Kid.
Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E d i t o r ,  W . T . S u n l e y ,  C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to problem 1 of the November, 1933, Examination Service of The 
American Society, published on pages 751-754 of the December, 1933, issue.
Since this problem does not require journal entries to open the books of 
Ace-Bays, Incorporated, or to close the books of the two consolidating companies, 
but merely a balance sheet of the new corporation the method of procedure may 
be le ft to the candidate’s choice.
In  order to get a clear picture of the Capital Structure of the new corpora­
tion, a statement similar to the “ Analysis o f Capital Stock Issued”  may be pre­
pared first. This statement accounts fo r the total authorization of the new com­
pany and serves as a base for the preparation of the journal entries.
These entries presented here are really in the nature of “ memorandum”  entries 
from which the candidate can prepare the balance sheet. I t  w ill be observed that 
in entry I  the assets and liabilities to be taken over are listed at the values at 
which they are to be accepted; any necessary adjustment o f book values being 
made as the items are listed.
In  this solution, the preferred stock is recorded at par value ($25 per 
share), and the values credited to the common stock are the net consideration 
received in each case.
In  journal entry I I  the item of $6.25 is somewhat in the nature of discount
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on preferred stock and is charged against the amount shown as the consideration 
fo r the common stock since the transaction in which the preferred stock was 
issued as payment fo r the past due bonds and interest is in reality a part of the 
whole reorganization plan and the net values taken over by Ace-Bays, Incorpo­
rated, in excess o f par value of the preferred stock issued is the consideration for 
the common stock.




Cash in bank and on h a n d ..............  $ 286,781.47
Notes Receivable ..............................  $ 73,857.00
Less— Notes Discounted ................  72,400.00 1,457.00
Trade Accounts Receivable............  $ 955,215.69
Less— Reserve for Bad D e b ts ........  119,426.40 835,789.29
Inventory of Merchandise and Raw
Material ..........................................  1,552,082.67
Investments (at cost) :
U. S. Fourth Liberty Loan Bonds $ 15,300.00
Bonds of other companies ..........  9,427.00 24,727.00
Total Current Asse ts ................  $2,700,837.43
Fixed Assets:
Land, Buildings, Machinery and 
Equipment, and Furniture and 
Fixtures at sound values, as 
appraised by Messrs. Cameron- 
Grey and Co., and Jennings and
Knapp at December 31, 1932 . . . .  2,558,618.17
Deferred Charges:
Prepaid Expenses ............................  5,822.45
Other Assets:
Cash Fund fo r Purchase of New
Equipment ......................................... 500,000.00
Total Assets ..............................  $5,765,278.05
L IA B IL IT IE S
Current Liabilities :
Accounts Payable ......................................................  $ 410,378.47
Accrued Interest Payable ........................................  1,957.20
Prepayments of Chattel Mortgage (due in 1933).. 1,200.00 
Redemption of 6 % -First Mortgage Bonds (due
November 15, 1933) ..........................................  26,500.00
Total Current L ia b ilit ie s ..................................  $ 440,035.67
Fixed Liabilities:
Chattel Mortgage, due in quarterly installments of
$300, subsequent to December 31, 1933 ............  $ 2,910.00
6 % -First Mortgage Bonds, due in annual install­
ments of $26,500, subsequent to Dec. 31, 1933 . .  223,500.00
Total Fixed L ia b ilit ie s ......................................  226,410.00
Total L ia b ilit ie s ..................................................  $ 666,445.67
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N E T  W O R T H
Capital Stock:
7% -Cumulative Preferred, par $25, 160,000 shares
authorized and issued ..........................................  $4,000,000.00
Common Stock, no par value, 500,000 shares 
authorized and issued, of which 9,160 shares 
were issued to underwriters and others fo r ser­
vice rendered .............................. ............................ 1,098,832.38
Total Net W orth ..............................................  5,098,832.38
Total Liabilities and Net W o r th ......................  $5,765,278.05
AC E-BAYS, IN C O R PO R ATED  
Analysis of Capital Stock Issued 
December 31, 1932
To preferred stockholders of Ace M fg. Co.: Number of Shares
15,000 shares outstanding—  Preferred Common
Exchanged at rate of four (4) shares of new preferred
for one ( 1 ) share of o ld ..................................................  60,000
To common stockholders of Ace M fg. Co.:
12,500 shares issued 
2,950 shares in treasury
9,550
30 shares turned in in payment of advances to presi­
dent o f Ace M fg. Co.
9,520 shares outstanding
Exchanged at rate of two (2) shares of new preferred and
five (5) shares of new common fo r one (1) share of old 19,040 47,600
To stockholders of G. L. Bays Company:
80,000 shares outstanding—
Exchanged at rate of one (1) share of new preferred 
and seven (7) shares of new common for two (2) 
shares of old ......................................................................  40,000 280,000
To bondholders of Ace M fg. Company:
In  settlement of $26,500 face value of bonds plus interest 
accrued to Dec. 31, 1932, $8,493.75 ..............................  1,400
To president of Ace M fg. Company:
Sold 5,000 shares, common @ $2.50 ..................................  5,000
To Underwriting Syndicate:
For sale in units of
1 share preferred ..............................................................  39,560
4 shares common ..............................................................  158,240
To payment fo r services rendered:
Balance of common stock ..................................................  9,160
Totals ..............................................................................  160,000 500,000
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I.
ACE-BAYS, IN C O R P O R A TE D
Journal Entries
December 31, 1932
Ace G. L. Bays Together 
M fg. Co. Co. Dr.
Together
Cr.
Notes Receivable . . $ 73,857.00 
Trade Accounts Re­
ceivable ..........
Merchandise . . .
Raw Material . .
Bonds of other 
companies . . . .
Land, Buildings and 
Machinery, etc.
Prepaid Expenses 
Cash on hand and
in banks ........
Liberty Bonds . .
Totals
$ 73,857.00














Bank overdraft . . . $ 11,395.48 $ 11,395.48
Bank lo a n s ............ 22,500.00 22,500.00
Trade Acceptances. 69,350.00 69,350.00
Notes Receivable
Discounted ........ 72,400.00 72,400.00
Accounts Payable. . 843,283.09 $ 64,827.95 908,111.04
Accrued Interest on
Bonds ................ 10,368.75 10,368.75
Accrued Wages . . 7,719.43 1,302.52 9,021.95
Reserves fo r Bad
Debts . ............... 92,605.00 26,821.40 119,426.40
Dividends Payable. 40,000.00 40,000.00
Accrued Interest on
Chattel Mortgage 82.20 82.20
Chattel Mortgage . 4,110.00 4,110.00
Bond Issue .......... 276,500.00 276,500.00
Preferred Stock of
Ace-Bays, Inc. .. 1,500,000.00 1,000 ,000.00
476,000.00 2,976,000.00
Common Stock of
Ace-Bays, Inc. .. 283,596.65 407,141.98 690,738.63
Totals ............ $3,665,718.40 $1,544,286.05 $5,210,004.45
To record assets and liabilities to be taken over by Ace-Bays, Incorporated, 
and stock issued therefor.
I I .  Accrued Interest on
bonds ................  $ 8,493.75
Bond Issu e ............  26,500.00
Common Stock . . . 6.25
Preferred Stock . . $ 35,000.00
To record settlement of bonds and interest in default.
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I I I .  Cash ......................  12,500.00
Common Stock . . .
Sale of stock to president of Ace Manufacturing Company.
IV . Cash ......................  1,384,600.00
Preferred Stock . .
Common Stock . . .
Receipt of cash fo r stock from Underwriting Syndicate.
V. Cash Fund fo r Pur­
chase of New
Equipment ........  500,000.00
Cash ............
To provide separate fund for purchase of new equipment.
V I. Bank Overdraft . . 11,395.48
Bank Loans ..........  22,500.00
Trade Acceptances 69,350.00
Accrued Wages . . 9,021.95
Dividends Payable 40,000.00
Accounts Payable . 497,732.57
Cash ..............







( C on tin u ed  f r o m  page 4 75)
So w ith the traveller.
Nice to nurse a grievance that you’ve 
never been happy. Gets, I  am very sure, 
no end of satisfaction out o f it. Happy 
man!
I  suspect that he chews tremendously on 
the pleasure of his lack. They published 
his portrait. The face of a man very much 
more content w ith his lot than the faces of 
many I  know who always admit to every­
thing being “ all right.”
O f course, everyone gets his happiness— 
or he wouldn’t go on. I t  isn’t in human 
nature to put up w ith life  unless it gives 
you a respectable balance of good things 
against the bad.
The gentleman of the quest does not 
take me in. He’d not function i f  life  
tru ly  meant fo r him the arid desert he says 
it does.
For my part, I  could give him a thou­
sand recipes fo r happiness right off. They 
would not call for globe-trotting. They are 
all so simple that I  doubt whether some 
would think me serious. I t  is so widely 
believed that happiness is a thing remote 
and rare, something that you have to be at 
immense pains and expense to entice your 
way.
What is the matter with my morning 
walk before starting work today?
The wind was keen, the air wine, the 
sky heaped, low down on the horizon, with 
wonderful masses of cloud grander than 
any mountain range— and I  have seen the 
Alps; the raindrops sparkled like jewels 
among the grass; the smell of the earth 
took me right back to the long carefree 
country walks of my boyhood. I  am no 
poet. What I  really fe l t  I  have no words 
fo r ; it lies in a beyond of inexpressible 
rightness and beauty.
No happiness? Absurd! I t  presses on 
us everywhere. I t  is just that we are blind 
to it  because we are looking—with our 
minds at least, whatever the physical eye 
may be doing— somewhere else.
( A ll  R ig h ts  R e s e r v e d .)
State Board News
N E W  Y O R K  
A t the annual meeting of the C.P.A. 
Committee on Grievances, held on July
6 , 1934, Homer A. Dunn was elected 
chairman; M orris C. Troper, Vice-Chair­
man and Ernest Willvonseder, Secretary 
fo r the ensuing year.
N O R T H  C A R O L IN A  
Announcement is made of the appoint­
ment o f Wm. E. Stevens, o f Lenoir, to 
the State Board of Accountancy. F. L. 
Jackson, o f Davidson, was reappointed to 
membership on the. Board,
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B u d g e t a r y  C o n t r o l *
b y  I. B. M c G l a d r e y , C.P.A., Cedar Rapids, Iowa
A  B U D G E T  has been defined a s : “Any estimate of fu ture receipts and ex­
penditures for a governm ent, a corporation, 
partnership, person, family, community or 
association.”
Budgets used to be thought of as useful 
only to governmental units. The operation 
of the National Budget Act has fam iliar­
ized us w ith this sort of budget planning. 
Most states and the larger municipalities 
now use the budget plan in some form.
Although most business concerns do 
not yet make use o f formal budgets, all 
o f them do some planning and make use 
of estimates, albeit such plans and esti­
mates may in many instances be rather 
hazy and uncoordinated. Even the peanut 
vendor or the newsboy estimates his proba­
ble sales before stocking his wares. Busi­
ness executives may scorn the idea of 
budgetary control, but they would not 
permit their buyers to make purchases and 
commitments w ithout any regard fo r ex­
pected sales, neither would they allow ex­
penses to exceed what they believe to be 
the gross profit which may be anticipated. 
In  making purchases o f capital items or in 
arranging fo r payments on obligations they 
usually keep in mind something o f the 
possible future cash positions in view of 
expected receipts and disbursements of 
funds.
Production managers or heads of pur­
chasing departments may endeavor to cut 
down on certain over-stocked items in in­
ventory by examining sales records on 
such items and through this and other 
information hold down production or 
purchases so as to accomplish the desired 
result.
The difficulties experienced during the 
late (and much lamented) depression 
caused most business men to do more 
careful planning of future operations and 
to endeavor to secure better coordination 
o f the various business functions such as 
selling, producing and/or purchasing,
*P re se n te d  a t T r i-S ta te  C re d it M e n ’s C o n ve n ­
tion , S io u x  C ity , Io w a .
financing, etc. This in effect was an at­
tempt at a crude form of budgetary con­
trol. Many executives, who had scorned 
the idea of formal budgets and were 
driven by hard necessity during the lean 
years to make use of them, found some­
what to their surprise that they liked them.
I t  was found to be actually easier to 
make the estimates and coordinate them 
in a systematic way than to do so in 
fragmentary manner, or fo r somebody to 
try  to carry them around in his head. But 
of greater importance was the fact that 
the executive had means fo r making plans 
which included every function o f his busi­
ness and fo r automatically measuring per­
formance against estimate. He found he 
could more readily accomplish the results 
he planned. Budgetary control meant just 
that.
We have assisted in establishing such 
control during the recent years of stress 
fo r many concerns whose executives have 
since assured us that without it the chances 
fo r survival would have been small. On 
the other hand the mortality among busi­
ness concerns which paid little  attention 
to systematic planning of operations and 
financing has been severe.
I t  seems obvious that a business which 
makes intelligent plans for its future opera­
tions and financing w ill be in better posi­
tion to work out of difficulties than one 
which has no definite plan.
I t  may be noted that budgets of busi­
ness concerns involve some features not 
present in the governmental budget. Thus 
the business budget not only considers the 
requirements o f cash receipts and disburse­
ments but also the necessity fo r planning 
operations so as to result in a net profit.
In  the changing times that lie directly 
ahead of us budgetary control is going to 
be of very great assistance to those who 
make intelligent use of its possibilities. Its 
importance to all business men is there­
fore great and to none is a thorough-going 
knowledge of its operation, its difficulties 
and its advantages o f greater value than
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to the credit man.
A  brief outline of how budgetary con­
tro l operates may serve more clearly than 
any definition to show what it  is. A  possi­
ble procedure, given in brief summary 
form, is as follows:
1. Some officer, usually the president of 
the corporation, would be charged w ith 
responsibility fo r the preparation of the 
budget plan, its installation and operation. 
He w ill normally be assisted by a budget 
committee, composed of some of the 
principal departmental heads such as the 
sales manager, production manager ( in  a 
manufacturing concern) or head of the 
purchasing department (in  the case of a 
merchandising business), treasurer, etc. 
He would also appoint a budget executive 
who would have charge of the details of 
budget procedure. In  case none of the 
executives is thoroughly fam iliar w ith the 
preparation, installation and operation of 
budgetary control i t  is desirable to pro­
cure the assistance of advisors who have 
had practical experience w ith its problems. 
The plan fo r preparing the budget and 
putting it into execution is first carefully 
worked out by the budget committee. The 
length of time to be covered by the budget 
should receive especially careful attention.
2. Each department is caused to pre­
pare an estimate of its activities fo r the 
budget period. The sales department w ill 
state the sales it  expects to make and the 
estimated expenses it w ill incur in making 
such sales, the production department (or 
purchasing department as the case may 
be) w ill estimate the cost o f manufactur­
ing (o r purchasing) goods fo r the period; 
the service departments such as office 
manager’s department, etc., w ill state the 
estimated expenditures of their depart­
ments. The interdependence of depart­
ments w ill require some to use the esti­
mates of other departments in making 
their own estimates. Thus the production 
or purchasing department must know the 
estimated sales before making the estimate 
of production or purchases necessary to 
take care of the sales demands; the 
treasurer must know the estimates of all 
other departments before he can forecast 
his receipts and disbursements of cash. A  
procedure must therefore be set up which 
w ill provide fo r the proper time schedule
fo r preparation and distribution of the 
estimates of the several departments.
3. Departmental estimates are sent in to 
the executive who has charge of budgetary 
procedure. He combines the estimates of 
all departments into a proposed financial 
budget fo r the concern. In  preparing this 
estimate he w ill be assisted by the 
treasurer, though in some cases the finan­
cial budget is prepared by the treasurer 
alone. The proposed financial budget 
should show the estimated receipts from 
all sources and the estimated expenditures 
by all departments fo r the period. The 
method o f preparing the financial budget 
w ill later be discussed in greater detail.
4. The responsible executive compares 
the estimated receipts w ith the proposed 
expenditures. In  case the latter exceeds 
the expected receipts, one or more of the 
following things must be done:
(a) Expenditures may be reduced. 
In  this connection the question as to 
whether any reduction may result in a 
reduction o f receipts should be con­
sidered. Thus, i f  the appropriation fo r 
advertising is to be curtailed, this may 
result in a reduction of sales which 
would cut down the receipts from  col­
lections. Likewise, i f  the expenditures 
fo r production or purchase o f goods 
are reduced, there may be a lack of 
merchandise to meet sales demands w ith 
a consequent curtailment of receipts 
from sales. Judgment therefore must 
be used in the reduction of expenditures 
to see that receipts are not reduced to 
such an extent that the cure is worse 
than the disease.
(b ) Additional receipts from opera­
tions may be obtained through securing 
more efficient administration w ith a con­
sequent speeding up of operations.
(c) Loans may be obtained.
(d ) Additional capital may be se­
cured.
Any excession o f expenditures occasioned 
by retirement of existing obligations or 
fo r the purchase of capital assets might 
properly be provided for, at least in part, 
by new loans or by securing additional 
capital. Bridging the gap caused by an 
excess of operating expenditures over 
operating receipts by any such means 
cannot, however, continue very long, since
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it would soon necessitate the liquidation of 
the business.
5. The budget executive prepares from 
the estimates submitted to him an esti­
mated balance sheet and an estimated 
operating statement, showing respectively 
the anticipated financial condition at the 
end of the budget period and the expected 
results of operations fo r the period.
6 . He transmits the departmental esti­
mates, the proposed financial budget, and 
the estimated balance sheet and operating 
statement to the budget committee, to­
gether w ith any recommendations he may 
wish to make.
In  case the projected operating state­
ment as summarized from departmental 
estimates indicates a loss or an unsatis­
factory net profit, he w ill doubtless rec­
ommend changes looking either to a cur­
tailment of expense or to an increase of 
income; and i f  the financial budget shows 
that, on the basis o f estimated receipts and 
disbursements, there may be expected to 
be junctures at which there w ill be a short­
age of available cash beyond the extent to 
which the concern’s line of bank credit 
may entitle it to expect such assistance, he 
or the treasurer may recommend appro­
priate measures to be taken.
7. The budget committee reviews all of 
the estimates, considers the recommenda­
tions of the budget executive and makes 
any revisions it  deems necessary. A fte r 
the budget has been approved it constitutes 
a working program fo r the budget period, 
l im its  o f expenditures as set up should 
not be exceeded by any department w ith ­
out the approval o f the budget committee.
8 . Each department makes plans to pro­
vide for carrying out its part in the pro­
gram. For example the sales department 
sets quotas fo r its salesmen, the production 
or purchasing department makes plans fo r 
providing the goods required fo r making 
the expected sales; the advertising depart­
ment makes contracts fo r advertising 
space.
9. Any necessary revisions are made in 
the records to enable comparisons to be 
made between the estimated and actual 
performance of each department. Monthly 
and quarterly reports containing such 
comparisons, also like comparisons fo r the 
business as a whole are made to the budget
executive, and are transmitted to the 
budget committee, also, i f  desired, to the 
board of directors. Revisions are made 
in the budgetary program by the budget 
committee in case the actual results as 
shown by the reports require such changes.
W hile the foregoing outline is intended 
to be suggestive only, and would have to 
be varied to fit different conditions in 
actual practice, such as the size of the 
concern, type of business, etc., the follow­
ing fundamentals would be included in any 
plan of budgetary contro l:
1. A  forecast of the operations of 
each department o f the business fo r a 
certain period.
2. The coordination of these depart­
mental estimates into a balanced pro­
gram fo r the business as a whole.
3. The preparation of reports show­
ing the comparison between estimates 
and actual performance, and the revi­
sion of the original plan when such re­
ports indicate the necessity fo r change 
in the original estimates.
The whole plan fo r budgetary control 
w ill prove ineffective unless something is 
done w ith this information after it has 
been obtained. Budgets of themselves do 
not control operations so as to produce a 
profit and arrange to provide needed funds 
at all times. The budget is merely a tool 
to enable the management to act so as to 
accomplish these objects. To this end it 
is necessary that the budget executive and 
the budget committee study carefully the 
discrepancies between estimates and per­
formances and endeavor to learn the 
reasons fo r these differences.
According to the plan o f control which 
has been instituted, either the budget pro­
gram is changed or such executive action 
is taken as w ill result in conformance of 
the departments to the budget estimates.
I f  the department heads and their as­
sistants understand fu lly  the budget plan 
as it affects them and are in sympathy 
w ith its objects, it w ill be much easier to 
secure satisfactory results. And the more 
they feel that the portion o f the budget 
that applies to them is th e ir budget and 
the greater their knowledge of the results 
aimed at, the more readily w ill they co­
operate to accomplish these ends.
This question is o f importance in de­
486 T H E  C E R T IF IE D  P U B L IC  A C C O U N T A N T August,
ciding by whom the departmental estimates 
are to be made. In  some instances all 
estimates are made by the treasurer or by 
the comptroller i f  there is one. In  my 
experience it is best to have them made 
by those who are to be made responsible 
for carrying them out, in other words by 
the heads of the departments. They may 
be assisted by the general office, but each 
should feel responsible fo r the estimate 
made fo r his department and that accom­
plishment is expected to correspond w ith 
estimate.
In  this connection the importance of 
reports showing comparisons of estimates 
w ith performance in all departments each 
month is very great. Such reports w ill 
do little  good, however, unless they are 
made out promptly at or very close to the 
first o f the succeeding month. Each day 
of delay in receiving the comparisons 
means just one less day available to cor­
rect any outstanding discrepancies which 
may appear. Reports on January results 
which are in the hands of the budget 
executive and of the budget committee on 
February 1st or 2nd are of great value 
in enforcing budgetary contro l; i f  they do 
not arrive until February 22nd they w ill 
be of little  value. For this reason the 
questions of the content o f reports, re­
sponsibility fo r them and a time lim it fo r 
their preparation should be given careful 
thought in preparing the general plan fo r 
budgetary control. I  have found that it 
is often necessary to have such reports 
prepared before the general books are 
posted by the accounting department. They 
may not be quite so exact as would be the 
case i f  prepared after the general tria l 
balance was drawn off, but the time ele­
ment is o f much greater importance than 
any small discrepancies which can later 
be corrected.
The length o f time to be covered by the 
budget period must of course be deter­
mined by the budget committee at the time 
the general plan is prepared. I t  should be 
arranged so that the accuracy of the esti­
mates can readily be checked. This means 
that, since the information necessary to 
prove their correctness w ill come in large 
part from the accounting records, the bud­
get period should end on the same date as 
an accounting period.
The length of the budget period should 
be based upon the needs of the particular 
business. The usual length is fo r three, 
six or twelve months. Under some con­
ditions, however, it  may be found that 
only one month can be definitely forecast. 
I t  is advisable when a short term is 
covered such as one to three months, to 
outline a general estimate fo r a year 
which gives them a perspective of the 
plans o f the business fo r a sufficient length 
of time in advance to enable the execu­
tives to adjust their plans to the general 
program without the necessity of making 
abrupt changes.
The actual budget period covered, such 
as fo r three months as mentioned above, 
provides a definite, clear cut program fo r 
the immediate future which can be used 
as the basis o f current operations. I t  
should be arranged to show estimates for 
each month o f the period so that monthly 
comparisons between the actual and esti­
mated results can be made and necessary 
action taken promptly.
I t  should be emphasized that in order to 
secure satisfactory results the plan fo r 
preparing, installing and operating the 
budget should be carefully worked out in 
advance. Every executive and employee 
concerned w ill not, of course, be able to 
secure a complete realization of what the 
plan involves before it  is installed, but 
the more that is done to acquaint them 
w ith the program beforehand the less 
difficulties w ill be encountered in its opera­
tion.
In  case the business is o f considerable 
size w ith  a number o f departments it  is 
advisable to have prepared a manual which 
outlines the budget program and the pro­
cedure to be followed by all departments 
and units of the business. Such a manual 
w ill frequently be found to be very help­
fu l even in the case of smaller concerns.
I t  w ill not be possible w ith in the scope 
of this paper to go into any detail regard­
ing the preparation of the estimates of the 
different departments. A  few general 
remarks relative to departmental budgets 
w ill, however, be attempted.
In  the case of a merchandising or 
manufacturing concern the basic estimate 
is usually that made by the sales depart­
ment. This is because, since the object
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of operating a business is to make a 
profit and sales conclude the process by 
which profits are realized, the activities 
o f the sales department exert a great 
influence over those of all other depart­
ments.
The sales department prepares its esti­
mate based upon the follow ing:
1. The general plans and policies of 
the business.
2. Trade conditions.
3. The amount and nature of previous 
sales.
For the purpose of financial control 
estimates must be made in terms of dollar 
values, but fo r the purpose of sales, pro­
duction and purchases the estimates should 
be made in terms of physical quantities. 
When the sale estimates have been turned 
in they are considered in the light o f pro­
duction or purchases necessary to fu lfill 
sales expectations. They are also viewed 
from the standpoint of estimated profit. 
Necessary revisions are made in the sales 
budget which then becomes to a large 




Production or Purchases Budgets.
Plant and Equipment Budget.
Expense Budgets.
Financial Budget.
These budget estimates except the 
financial budget w ill then, after any 
required revisions, be formulated into a 
general operating budget fo r the business. 
The financial budget w ill be prepared 
from the information supplied by the 
other estimates and the financial records. 
As this budget is perhaps of more interest 
than the operating departmental budgets 
to credit men, a more detailed explana­
tion of it  w ill be given.
T h e  F in an cia l B u d g e t
A  concern a few years ago made a 
large net profit, and immediately there­
after, although it showed a satisfactory 
surplus, went into the hands of a receiver 
because it  was unable to pay its current 
obligations. I t  had used all o f its current 
funds to enlarge its plant and purchase 
equipment. I t  had also gone heavily into 
debt fo r the same purpose. This perhaps 
is an extreme case, but it  has been my
experience that more business concerns 
fa il because the executives give most of 
their attention to profit planning and too 
little to financial planning.
Your credit reports w ill show that one 
of the principal reasons for business fa il­
ures is “ lack of capital.”  In  a sense all 
failures are due to lack of cash to meet 
maturing obligations. This difficulty could 
in many cases have been prevented if  
financial requirements had been estimated 
and plans made to meet these require­
ments. A  surprising number of concerns 
especially small firms do no financial plan­
ning worthy of the name. They wait until 
they urgently need funds before attempt­
ing to secure them and then they are 
unable to get them. Frequently they under­
take plans which would not have been 
attempted had the managers realized in 
advance the financial requirements in­
volved. The smaller concern has fewer 
reserves o f funds and credit to fa ll back 
upon than has the larger business and 
consequently the lack of sensible planning 
of its finances may be more sw iftly  fatal 
than in the case of the big firm.
A  simple form  should be provided on 
which to make the estimate of cash 
receipts from all sources. Usually a fa irly  
constant proportion of retail sales are fo r 
cash. The average number of days cus­
tomers’ accounts remain uncollected can 
easily be determined from the records i f  
not already known. The two items cash 
sales and collections on receivables, are the 
principal sources from which funds are 
derived in the case o f a trading concern. 
W ith  receivables at the beginning of the 
period and estimated sales taken into 
account, the estimated receipts can readily 
be arrived at. Receipts from investments, 
from interest or from other sundry 
sources are usually small and are included 
in the estimate of cash received.
The estimate o f disbursements is pre­
pared from the departmental expense 
budgets, the plant and equipment budget, 
payments to be made on obligations out­
standing at the beginning of the period 
plus those incurred fo r purchases and 
maturing during the budget period, and 
any sundry payments to be made.
The estimates of receipts and of dis­
bursements are then combined into a
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financial summary which indicates the 
months during which loans w ill be needed 
and amounts required, as shown in the 
following example:
S U M M A R Y  O F  F I N A N C I A L  R E Q U IR E M E N T S  
F o r  Q u a r te r  E n d in g  M a rch  31, 1934
Jan. Feb. M arch T ota l
Cash B alance at 
B eg in n in g  o f
M onth .............$5,000.00 $7,000.00 $4,000.00 $3,000.00
R eceip ts ........... 20,000.00 16,000.00 22,000.00 58,000.00
T o ta l ............. 25,000.00 23,000.00 26,000.00 63,000.00
D isb u rse ­
m en ts  ............. 18,000.00 27,000.00 20,000.00 65,000.00
E x cess  of D is ­
bu rsem en ts . .  4,000.00 2,000.00 
L oans R equired  8,000.00 8,000.00
Ca sh B alance a t 
E nd o f M onth 7,000.00 4,000.00 6,000.00 6,000.00
The foregoing example is suggestive 
only. Any form  which summarizes the 
financial position and indicates cash re­
quirements w ith sufficient frequency 
throughout the budget period to take care 
of financial needs w ill suffice.
The following brief discussion o f some 
of the more significant advantages and 
limitations o f budgetary control may 
enable a clearer perspective to be gained. 
Advantages:
1. Intelligent estimates o f sales possi­
bilities combined w ith planning o f pur­
chases or production in proportion to sales 
requirement.
(a) Prevents the carrying of ex­
cessive inventories w ith consequent 
tying up of finances.
(b ) Produces a better turnover w ith 
resultant decrease in loss through 
obsolescence.
(c) Enables a better gross profit mar­
gin to be obtained.
2. Gives the management the means fo r 
the necessary control o f expenses by
(a) Requiring preparation of expense 
estimates by each department head which 
must be approved by budget committee.
(b) Prohibiting any expenditure in 
excess of departmental estimates w ith ­
out permission of budget committee.
(c) Requiring monthly reports show­
ing comparison between actual and es­
timated expenditures.
(d ) Providing a procedure fo r the 
examination o f such reports promptly 
by executives so that necessary action 
can be taken in time to produce results.
3. Perhaps most important o f all from
the standpoint o f the prompt payment of 
bills, it  formulates a sensible financial 
program which provides fo r
(a) Estimating cash receipts fo r each 
month of budget period based on the 
sales program and the estimate of col­
lection.
(b ) Estimating cash disbursements 
fo r each month based on anticipated 
departmental expense, purchases or pro­
duction costs, additions to plant and 
equipment, and payments on existing 
obligations outstanding.
(c) Preparation of a financial sum­
mary indicating any excess o f expected 
disbursements over available cash, which 
enables plans to be made in advance for 
meeting such requirements, or, i f  that 
cannot be done, to change the entire 
program before becoming hopelessly in­
volved.
(d ) Centering of attention on collec­
tions w ith consequent improved turn­
over o f receivables.
4. Provides fo r the coordination of all 
of the activities o f the business to the end 
that a net profit be obtained and funds be 
available fo r liquidation of maturing obli­
gations, and also provides the machinery 
fo r enforcing such coordination.
L im ita tions:
1. The budgetary program is based upon 
estimates which w ill seldom or never ex­
actly agree w ith actual results, conse­
quently unless common sense is exercised 
there is the possibility o f failure o f the 
program through premature disappoint­
ments.
2. Budgetary plans w ill not execute 
themselves. Constant vigilance on the part 
of business executives is necessary.
3. Budgetary control programs cannot 
take the place o f business management. 
They are only a tool to enable management 
to function intelligently. A  famous Am eri­
can executive has said “ There is no sub­
stitute fo r management.”
A  word of warning might be added also 
that tact and above all patience is required 
in the installation and operation of bud­
getary control, as such a program cannot 
be perfected at once. Budgets are seldom 
very popular. I t  might almost be said that 
their value is about in inverse ratio to their 
popularity.
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S p e c i a l  F e a t u r e s — P a v i n g  a n d  L e v e e  
C o n t r a c t o r s '  A u d i t s
T h o s . A. W i l l i a m s , C .P .A ., New Orleans, La.
AL T H O U G H  a large portion of the contract price is ostensibly for labor, 
m aterial and equipment use, yet inherently 
the business of the contractor is to sell a 
skilled service. The municipality, o r U. S. 
Governmental Agency, as the case may be, 
call fo r bids to secure a t the lowest cost a 
completed roadway, levee, or o ther con­
struction of the best kind, according to the 
nature and type of w ork specified.
In  a highly competitive field this re­
quires the contractor to possess or make 
use of highly technical knowledge o f con­
struction machinery, equipment and ma­
terials, including information as to mar­
kets, prices and transportation costs and 
facilities fo r placing the latter at the site 
o f the job, and also of physical conditions 
at the contemplated field o f operations. He 
must be adept and sk illfu l in handling 
labor, in  maintaining at reasonable cost an 
efficient and satisfied organization, and 
must be equal to the occasion, when it 
arises, o f building an entirely new organi­
zation on short notice.
He must have an intimate knowledge of 
the requirements of different municipal 
paving specifications and local conditions 
existing in the business generally, as well 
as of the technical procedure o f handling 
a contract through the proper municipal 
departments and officials, from the sub­
mission of the proposal until the city engi­
neer’s certificate of approval fo r final pay­
ment is issued. I f  the contract is fo r the 
construction of a Mississippi levee he must 
possess similar information as to the re­
quirements of the U. S. Engineers’ office 
and should be skilled and steeped in the 
lore and the eccentricities o f “ Old Man 
River,”  and the possible effect that river 
currents, peculiarities in the nature of the 
soil, etc., may have on the levee he is con­
structing.
O f course the public accountant who 
undertakes to audit the records of a con­
tractor, and certify to statements reflect­
ing his financial condition and the results 
of his operations fo r a given period can­
not be expected to be skilled in the 
business to any extent approaching that 
of the client. However, in order to proper­
ly substantiate the transactions that have 
occurred, to verify  the extent and nature 
of liabilities, both actual and contingent, 
and to value and verify  the ownership and 
existence of the assets of a contractor, he 
must have a working knowledge of, and 
be fa irly  familiar w ith, the technique of 
the business, its problems, and of under­
lying conditions generally, and as applied 
to specific contracts. W ithout this train­
ing and experience there is grave danger 
that important facts and conditions not 
reflected in the records may be overlooked 
by the auditor, or those recorded misin­
terpreted.
The man at the head of a successful 
contracting business is generally in te lli­
gent, and although self-reliant, is looking 
fo r all the constructive information he can 
get to run his business. The experienced 
public accountant can be extremely useful 
to such a man in presenting statement 
analyses of operating and financial results 
and suggestions making fo r more accurate 
cost finding. Because, however, the con­
tractor renders a service requiring techni­
cal skill it  is important fo r the public 
accountant to thoroughly familiarize him­
self w ith the methods his client employs 
before making suggestions having to do 
w ith costs and profits on jobs. Most con­
tractors whom the w riter has been in con­
tact w ith  are practical men who are ir r i­
tated by and seek to dispense w ith what 
they call “ red tape.”
There is no constancy in costs o f the 
same nature on different paving or levee 
jobs, or even at various stages of the same 
job, because o f variations in weather con­
ditions, high water, unexpected rises or
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falls in market prices of materials, labor 
troubles, etc. The contractor has to rely 
upon his own experience and knowledge 
to combat these conditions as much as upon 
accumulated cost data.
O f course, cost data is essential to the 
successful conduct of a contracting busi­
ness, but in making an examination the 
auditor should ascertain that the methods 
used in procuring it are simple enough to 
be easily understood, and that the informa­
tion is being used by estimators, superin­
tendents, foremen, etc. He must also make 
certain, that the clerical effort used to 
obtain cost information is not out o f pro­
portion to the benefits received, which 
might certainly be the case i f  complicated 
records at the job actually slowed up the 
work.
The main elements in paving and levee 
contracting costs are labor, material and 
equipment charges. Two things are help­
fu l in bidding on a job, to enable the con­
tractor to estimate the extent to which 
these elements w ill be employed in quan­
tity  and cost. The first is cost data com­
piled on previous jobs which contain much 
valuable information that can be used in 
connection w ith the plans and specifica­
tions o f the job at hand. The second is a 
physical survey of conditions at the site of 
the job which w ill enable the contractor to 
modify the accumulated cost data to meet 
present conditions.
The auditor can perform a great service 
to his client by confirming fo r him the 
fact that estimates have been based upon 
reliable and accurate cost information, for 
the contractor who is the successful bidder 
is not always the one who makes a profit. 
Job cost accounts should be so classified 
that the cost o f various kinds and classes 
of work, such as, subsurface drainage, 
curbings, surfacing, etc., w ill be clearly 
shown. The auditor should point out to 
his client, where necessary, the wisdom of 
checking at frequent intervals, rates and 
quantities of material and labor cost used 
on the estimate w ith actual labor payrolls 
and material bills at the job.
Accumulation of materials at ware­
houses is usually not necessary, as all ma­
terial is generally delivered direct to the 
job as needed. The engineer’s estimate, 
of the quantities and cost of materials,
labor and equipment charges upon which 
the bid is based, should be used as a guide 
in delivering material and equipment to 
the job. I t  follows then that material 
inventories on hand and not charged to 
jobs in progress merit investigation by 
the auditor as being indicative of ineffi­
cient purchasing methods or of inaccurate 
estimates prepared by the engineer for 
bidding.
I t  is well established contract account­
ing not to take up profits in gross income 
until the contract is completed, as there is 
no way of ascertaining that a rate of profit 
earned at any stage w ill be maintained, 
or that it may not be converted into a loss 
by some condition or contingency not con­
templated when the estimate was made.
The amount representing the invest­
ment made by the contractor in labor, ma­
terials, equipment, supplies and other 
costs expended on contracts to bring them 
to their stage of completion at the date of 
the balance sheet should be carried and 
described thereon as “ contracts uncom­
pleted.”  The balance sheet item, then, 
should be supported by a schedule show­
ing the name and unit cost to date of all 
uncompleted contracts. Selling essentially 
a service, the aggregate of these expendi­
tures at a given date is equivalent to an 
inventory o f partial costs o f the services 
contracted to be rendered, comparable to 
work in progress inventory in a business 
manufacturing and selling merchandise, 
and are generally treated as deferred costs.
Assuming that the uncompleted con­
tracts w ill be completed and billed current­
ly and their costs thereby converted into 
the equivalent o f cash, there would seem 
to be. ample justification for treating the 
entire amount thereof as a current finan­
cial item. Closer examination of this 
proposition, however, w ill show that so 
including the entire amount o f such costs 
would in some cases actually misstate the 
current position o f the contractor.
Certain amounts are collected or become 
due on a portion of the contract price in 
accordance w ith  the provisions of most 
municipal paving or U. S. levee contracts, 
and approved estimates are made and 
certified to at stipulated intervals by 
United States or municipal engineers as 
to the progress of the work to date. Upon
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these estimates the contractor is paid on 
account a portion o f the contract price, 
which does not represent, however, the 
fu ll contract value o f the completed por­
tion of the work.
The amounts due or collected on un­
completed contracts in accordance with 
the certified progress estimates, referred 
to hereinabove, arise from a part return 
of contract cost expenditures, the other 
part arising from a return of unearned 
income. These amounts, which are defi­
nitely current assets, together w ith the 
cost expenditures on uncompleted con­
tracts which have not been certified as due 
or collected should, in the w rite r’s opinion, 
be carried under the current financial 
classification. Under a separate deferred 
item classification on the liab ility  side of 
the balance sheet, then the unearned in­
come is necessarily carried as net of costs.
This treatment presupposes that the 
cost records are adequate to yield informa­
tion as to the actual cost expenditures 
necessary to bring the work to the partial 
stage of completion set out in the certified 
estimate of progress, and the amount of 
these costs should be deducted from the 
deferred cost item of contracts uncom­
pleted, as well as from the deferred in­
come item. Certainly, i f  the portion of 
the costs included in the certified estimates 
of progress are not deducted from the 
accumulated deferred costs o f the con­
tracts to which they refer, and the latter 
item is carried as current on the balance 
sheet, such portion would appear twice in 
that classification.
In  the w rite r’s opinion it is erroneous to 
say that a certain portion of the profit has 
been earned, or loss sustained, at a certain 
point on a particular contract because 
certified estimates of progress have been 
issued. In  other words the contract price 
is not divisible, and the income not being 
earned, can only be deferred. The reason 
these stipulated payments are made as the 
work progresses is not to compensate for 
a closed transaction, but apparently is to 
provide a means of financing contractors 
who would not otherwise be able to bid 
upon and undertake to perform the work.
The deferred costs on uncompleted con­
tracts are in a peculiar category insofar
as their asset status is concerned. The 
construction erected by the contractor is 
upon the land of another and fo r that 
reason he loses at least his legal title  to the 
money value of the labor, material and 
equipment use expended. On the other 
hand, as his claim fo r the contract price 
does not arise until the work is completed 
and accepted by the one who let the con­
tract, until that time, theoretically anyway, 
there is not much upon which to base the 
reflection o f asset value in whatever 
equitable title may exist in the expended 
costs. Controversy may arise over the ac­
ceptance of the contract and litigation, 
w ith its consequent delays and risks, be 
necessary to establish title to the claim for 
compensation. This situation would seem 
to preclude the carrying of unbilled or un­
collected deferred cost on uncompleted and 
unaccepted contracts under the current 
financial caption in any event. The reason­
ing, however, is largely academic, and as 
a practical matter as most contracts are 
accepted and paid for, the current classifi­
cation of this item as an asset is generally 
thoroughly justified.
Let’s take the case where the cost records 
are not adequate to allow a segregation of 
that portion of the deferred costs on un­
completed contracts included in the col­
lections or amount due on certification of 
progress estimates. Then, only the col­
lections or amounts due would tru ly  fit 
the current financial classification. I f ,  in 
this situation, the gross deferred costs, 
including that portion applicable to the 
aforesaid collections, etc., are carried as 
non-current items, and the gross unearned 
income be deferred on the liability side of 
the financial statement, then the current 
position of the contractor would be posi­
tively misstated. The reason is that the 
deferred costs applicable to uncompleted 
contracts on which no collections had been 
made, or on which no amounts were due. 
would be erroneously excluded from cur­
rent assets, and the contractor’s working 
capital understated. As without the segre­
gation referred to, an accurate computation 
of working capital is impossible, the only 
thing to do is to prepare the financial 
statement merely by listing the assets and 
liabilities without regard to current or
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other classification.
In  manufacturing or trading enterprises 
there is a turnover o f merchandise mostly 
bought on credit. A  solvent merchandise 
business short of working capital may sur­
vive indefinitely in normal times by em­
ploying its credit. In  the construction 
business the turnover is in capital which 
must be furnished to meet weekly payrolls 
and other costs in cash. In  addition bond­
ing credit is absolutely dependent upon the 
maintenance of adequate working capital. 
A  contractor engaged on a project w ith 
inadequate working capital, and the pro­
ceeds o f the contract price o f the job 
hypothecated to a bonding company, has 
slim chance of maintaining a line of credit 
at his bank. A  critical working capital 
position in the case o f a contractor 
generally means a cessation of operations 
or a calling upon his bondsmen to carry on 
the work.
The w rite r’s purpose in presenting the 
discussion hereinabove is not to demon­
strate an abstract theory, but to call atten­
tion to the absolute importance in this 
business of an accurate computation of 
working capital, which, as has been ex­
posed in this article, is impossible without 
accurate cost finding in connection w ith 
jobs as they progress.
When the entire contract is completed 
an inspection is made; a final certificate of 
approval is given by the city or United 
States engineer; the work is formally 
accepted by the governmental agency; and 
the contractor is paid the balance o f the 
contract price, less the amounts retained 
to guarantee maintenance. I t  is at this 
point that the fu ll earnings from the par­
ticular paving or other job should be in­
cluded in the gross earnings fo r the period.
A t the end o f an accounting period the 
contractor may have signed contracts run­
ning into the hundreds of thousands of 
dollars, upon which no work has been 
started, and of which no record has been 
made upon the books. The auditor should 
make such inquiry and investigation as 
w ill disclose the amount o f these contracts 
and make mention of them in his report. 
Some accountants sanction reflecting this 
condition by a memorandum entry, as by 
charging accounts receivable and crediting 
advance billings on contracts, which has
the advantage of tying the signed contracts 
in w ith the accounting records. However, 
as a contractor has no claim until a service 
is rendered and accepted it appears in­
correct to set up an account receivable 
upon such contracts.
By all means, however, the reader of the 
report should be put on notice of the 
existence of these contractural relations 
and the resulting obligations. The informa­
tion is vital to credit extension, as the 
financial condition reflected in the report 
w ill be affected by the liabilities that w ill 
necessarily have to be incurred fo r labor, 
materials, etc., to carry out the contracts, 
by the gross income contemplated; by the 
consequent effect on net worth.
For the purpose of reflecting the situa­
tion in an audit report, in the w rite r’s 
opinion, a footnote on the balance sheet 
answers the purpose i f  the amount and 
number of the contracts are disclosed.
Contracts fo r public work are by law 
let to the lowest bidder only after published 
advertisement. The resulting agreement 
is one between the contractor on one side 
and the municipality, (o r the people) act­
ing through the municipal authorities as 
their agents. The purpose of this proce­
dure is to prevent fraud by collusion be­
tween municipal authorities and dishonest 
contractors. Generally, extra work of 
moderate cost, and which is incidental to 
the main contract, may be approved by the 
municipal engineer and w ill form part o f 
the original contract. The City Engineer 
of New Orleans can approve extra work 
to the extent that the cost does not exceed 
$500.00. Or, i f  the public health or wel­
fare would be seriously endangered other­
wise, it has been generally held that a 
reasonable amount o f extra work can be 
authorized to immediately correct the 
danger.
However, the auditor must examine all 
contracts to ascertain that no substantial 
amount o f extra work has been under­
taken by the contractor w ithout the 
customary public advertisement and letting 
to the lowest bidder. Courts have held 
that municipal authorities cannot circum­
vent the public w ill by disregarding the 
very processes provided by law to prevent 
fraud, and a contractor may find himself 
unable to collect fo r extra work approved
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in good faith by a city engineer, or other 
municipal or other government authorities. 
The audit should disclose the fact when a 
contractor has undertaken substantial extra 
work under an agreement without ap­
parent force at law, as the resulting con­
sequence may cause large losses, insol­
vency, or at best expensive litigation.
The w riter had a recent experience 
where a client of our firm  performed extra 
work for a municipality on the approval 
o f the city engineer and fo r which the 
town refused to pay. There resulted long 
and expensive litigation through the State 
supreme court. Due to very soft fill under 
the streets to be surfaced according to the 
terms of the main contract, the city engi­
neer authorized the use of steel rods to 
reenforce the material used in the surfac­
ing. The cost o f the steel and labor used 
in the extra work amounted to about one- 
th ird  o f the cost of the original contract. 
The municipality, whose administrative 
personnel had changed by the time the 
work was completed, maintained that it 
would be against public policy fo r our 
client to collect for extra work without 
public advertisement and lowest bid, as it 
could not be incidental to the main work 
and the public welfare was not endangered.
The paving specifications o f the muni­
cipal government o f New Orleans provide 
that the contractor, at his expense, shall 
maintain in good condition and order, all 
the work included in his contract and 
executed by him, and in addition, all extra 
work that may have been ordered by the 
city engineer. The time of commence­
ment of this maintenance period is the 
date of the recorded acceptance of the 
entire work by the Commission Council. 
I t  runs fo r such period o f time as is pre­
scribed in the published general specifica­
tions or in the proposal, according to the 
kind and character o f the work. The usual 
terms run two, three or five years.
The Commissioner o f Public Finances 
retains a stipulated portion o f the contract 
price to guarantee performance of the 
maintenance obligations, to be repaid to 
the contractor at the expiration of the 
maintenance period. The contractor is 
entitled to the same rate of interest on the 
funds retained as is paid the city by its 
depository.
Now the question is: Should the 
amounts retained by the city be included 
in gross income of the contractor as 
earned or, should that portion of the con­
tract be looked upon as conditional, and 
the income therefrom included in the period 
when the condition is fulfilled, i. e., when 
the maintenance period is ended?
The w riter leans to the view that upon 
acceptance o f the work under the con­
tract by the city, the entire contract price 
is earned, but, that there should be set up 
a reserve fo r maintenance, by a charge to 
operations, an amount estimated as suffi­
cient, in the opinion of the contractor’s 
engineer, to fu lly  cover all future main­
tenance costs over the guaranty period. 
Experience has shown that a certain 
amount o f maintenance expense w ill have 
to be incurred and it  is conservative and 
good accounting to provide fo r it to pre­
vent an overstatement of earnings and 
inflation o f assets and net worth.
However, the amounts so reserved out 
o f profits are not deductible fo r income 
tax purposes. In  the Appeal o f Uvalde 
Company 1 B.T.A. 932, the U. S. Board of 
Tax Appeals held that while the entire 
contract price should be included in gross 
income and that the contractor taxpayer 
could only deduct from  gross income in 
the years actually expended, the amounts 
necessary to maintain the work under the 
contract. In  its opinion the board men­
tioned that in this instance good account­
ing and the statute might not be in strict 
accord.
There is another technical question as 
to whether the amount retained should be 
carried as an account receivable represent­
ing an uncollected portion o f the contract 
price. This would place the contractor in 
the position of a creditor. The w rite r leans 
to the view that there has been a construc­
tive receipt o f this portion of the contract 
price and that the funds retained by the 
city are the property o f the contractor and 
are deposits made as collateral to guarantee 
the fulfilm ent of an estimated liability.
By law, until recently, the Commission 
Council o f New Orleans, might invite bids 
and make paving contracts fo r the use of 
patented or proprietory articles. These 
patents generally cover the proportions in
494 T H E  C E R T IF IE D  P U B L IC  A C C O U N T A N T August,
which necessary ingredients, such as 
crushed rock, sand, bitumen, cement, etc., 
are to be mixed to produce a roadway 
pavement, or surfacing. Very little, i f  
any experimental or other costs are usually 
incurred in their development. The pro­
cess of mixing, and the materials used in 
unpatented paving mixtures, generally do 
not vary greatly from the theoretical 
formula covering the patented mixture, 
and in practice the actual m ixture laid 
varies considerably from its patented 
formula.
In  other words, to paraphrase the U. S. 
Board of Tax Appeals in Cheatham 
Electric Switching Device Co., (1 B. T. A. 
984) “ the patents do not cover a basic 
princ ip le , but only a device; other com­
panies therefore are able to make and 
market devices embodying the same basic 
principle, capable of accomplishing the 
same work and perform ing the same ser­
vice as the (patented) device.”
I t  must be remembered that the issuance 
of a patent by the patent office is only a 
right based on a presumption of the in­
vention or discovery of a new and useful 
art, etc., and the right can only become 
exclusive as a result of a successful de­
fense of an attack upon it or suit in court 
fo r infringement.
The principal use of these patented 
articles is fo r promoting the contractor’s 
product among the property holders and 
urging them to approve its use by the 
municipal government on streets abutting 
their property. These patented articles 
generally have a copyrighted trade name 
which becomes known as a standard by 
which the public can measure the service­
ability, and wearing qualities, etc., o f the 
product in relation to its cost to them, the 
same as any nationally known and adver­
tised article of food, clothing, etc. In  the 
w rite r’s opinion, whatever intangible value 
exists is through the goodwill represented 
by the copyrighted name rather than 
through any practical protection afforded 
the contractor by control of the patent. 
One paving contractor corporation, prob­
ably the largest o f its kind in the country, 
employs such a patented and copyrighted 
paving mixture in promoting its business 
throughout the United States.
These patents are often set up on the 
books by the issue of stock to the owners 
at a figure out of proportion to their actual 
worth to the business at the time, and 
unless paid fo r in cash the auditor should 
carefully inquire into the basis used in 
capitalizing them as assets.
In  the case of the Globe Construction 
Co., Inc., in which the writer was counsel 
fo r the contractor client the U. S. Board 
of Tax Appeals refused to acknowledge 
the existence of any value in a patent of 
this sort and disallowed charges against 
operations in various taxable years fo r the 
purpose of amortizing the purported cost 
represented by an exchange of capital 
stock of the contractor corporation to the 
owner of the patent.
New Orleans owners of real property 
abutting the streets to be paved may within 
th irty  days after the bids are published by 
the city, petition the Commission Council 
to designate which of several kinds, 
character or types of pavement, thus pub­
lished, they prefer, and i f  thirty-three per 
cent or more of the owners agree in the 
designation of any particular character of 
pavement thus advertised, the kind so 
designated is adopted by the Commission 
Council and the contract awarded to the 
lowest bidder o f that kind.
The aforementioned provisions in the 
city’s general specifications have brought 
about a custom of high pressure promotion 
by contractors among property holders 
abutting the street to be paved. Circulars 
are distributed and representatives o f the 
contractors are employed to call at the 
private homes or offices o f property hold­
ers and talk to them to persuade them to 
designate their particular type of pave­
ment. Meetings are even held in schools 
or neighborhood picture shows and each 
contractor invited to discuss the merit o f 
his paving mixtures or materials, and dis­
play samples of them fo r comparison with 
those of other contractors, so that 
property holders may determine which 
choose from.
I t  can be seen therefore, that a con­
siderable amount o f money may be spent 
by a contractor in promoting his product 
on a particular letting. O f course, i f  the 
contractor is not the successful bidder this 
promotion expense is applicable to the
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period in which spent. In  the opinion of 
the writer, however, i f  promotion is in 
progress on contracts not yet let at the end 
of an accounting period, the expense 
should be deferred until the next period, 
and in any event, i f  the contractor is 
awarded the contract, the promotion ex­
pense should be deferred until the contract 
is completed and should be charged against 
the operations of the period in which the 
earnings on the contract are brought into 
gross income.
The propositions that actual deprecia­
tion is a fact and not a theory, and that 
in estimating the economic life  of an asset, 
there should be taken into consideration 
the particular circumstances attending its 
use, maintenance, etc.,— is particularly 
emphasized in the paving contracting 
business.
The w rite r has had occasion to investi­
gate, fo r the purpose of substantiating 
depreciation deductions in federal income 
tax returns, the operating conditions to 
which the machinery and equipment of a 
client of our firm  was subjected. The 
result raised serious doubt as to the wis­
dom of using estimated rates to determine 
the proper charge to the cost o f work 
under contracts upon which the equipment 
is used.
Screening plants, bilge pumps, sand 
driers, etc., may be entirely used up, or 
burnt out completely on one job. W ork­
ing conditions differ greatly. Bad weather 
and inadequate facilities fo r protection of 
equipment may cause rapid deterioration. 
Unforeseen circumstances necessitating 
high pressure methods to complete the 
work w ithin the time specified in the con­
tract, may cause the machinery and equip­
ment to be kept in constant use, day and 
night, w ith consequent severe abuse.
Then again a piece of equipment may 
be purchased, such as a mixer or a crusher, 
say to use on a special piece o f work out­
side the usual locality o f operations of the 
contractor. This piece o f machinery may 
have a substantial life  after being used 
upon the particular job, but as it is of 
such type as not to meet the specifications 
of the municipal authorities where the 
bulk o f the contractor’s business is con­
ducted, it  is highly improbable that it w ill 
ever be used again or that a price com­
mensurate w ith its future use could be 
obtained through sale.
The equipment is usually purchased by 
the contractor w ith the knowledge afore- 
hand of the lim ited extent to which it can 
be used and he argues quite forcibly that 
the cost o f the entire piece of equipment 
should be charged against the particular 
job. I f  unexpectably an occasion should 
arise where he can use it on another job, 
or i f  he should be able to dispose of it at 
a fa ir figure, the contractor feels that he 
has an advantage which should allow him 
to lower his estimated cost on the new 
job and bid lower or as the contractor 
expresses it, he is “ riding on velvet.”  In  
the case of the sale, he feels that he has 
made an extraneous profit.
In  particular cases, where all the facts 
warranted it, we have sanctioned this 
method of depreciation as being according 
to good accounting principles, and have 
been able to convince the U. S. Internal 
Revenue agent that there was justification 
fo r charging the entire cost o f the equip­
ment against the particular job.
O f course, equipment used constantly in 
the contractor’s business can become obso­
lete by not meeting current specifications 
of the municipal government which are 
revised from time to time.
For the aforementioned reasons, where 
a contracting business of any magnitude 
is being conducted, ancilliary records 
should be kept fo r each class or piece of 
equipment.
Close check should be made of the con­
dition of equipment at the end of a job 
and a reliable estimate made by a company 
engineer as to the probable proportion of 
its economic life  consumed in the work 
on the job so that the cost o f the contract 
w ill be charged therewith.
During the audit o f the books of a con­
tractor engaged in municipal paving or 
levee construction many interesting and 
unusual problems come up that are not 
ordinarily encountered in a trading or 
even a manufacturing business. I t  has 
not been the purpose o f this article to set 
out in detail the procedure fo r handling 
contractors’ audits but merely to comment 
upon special features of the work and 
unusual situations that have arisen in the 
practice of the writer.
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S a u c e  f o r  t h e  G a n d e r *
by G e o . F. M c N ic h o l s ,  C.P.A., Washington, D. C.
M O N E Y  is a m edium  of exchange in South A m erica and the exchange of 
money is the m edium whereby a consider­
able p a rt of the population gains a liveli­
hood. Besides the highly profitable govern­
mental operations in foreign exchange, 
there is the semi-illicit traffic in foreign 
moneys by the independent dealers known 
as cambios, and this la tter traffic assumes 
the proportions of a  m ajo r industry. The 
cambios have the choice locations on the 
principal streets and their w indow displays 
of gold and paper money would gladden 
the heart of a John Dillinger. The sources 
of supply of this money stock are rather 
mysterious for, in places, there appear to 
be as many cambios as there are tourists. 
The cambios change money fo r visitors 
and they also supply foreign exchange, at 
their ow n rates, to those who have been 
unable to get governm ent perm its.
Foreign exchange in South America is 
on a quota basis and is administered by the 
various governments through the banks. 
In  Brazil the regulations call fo r the de­
posit in the collecting bank o f milreis, suf­
ficient, at the official rate of exchange for 
the day, to cover the face value of import­
ers drafts. Application is then made on 
the Bank of Brazil for exchange and the 
latter bank, upon approval o f the applica­
tion, agrees to furnish covering exchange, 
w ithin 90 days, reserving the right to an 
additional 90 days i f  necessary. In  prac­
tice the delays are interminable and ap­
provals are often restricted to applications 
covering importations of particular types 
of merchandise such as raw materials and 
prime necessities.
* M r .  M c N ic h o ls  c a rr ie s  a  W a s h in g to n  (D .  C .)  
address, b u t o u r  file s  in d ic a te  th a t since he  
jo in e d  T h e  A m e r ic a n  Socie ty in  1925 he has 
re p o rte d  f r o m  p ra c t ic a lly  e v e ry  E u ro p e a n  and  
S o u th  A m e r ic a n  c o u n try . W h ile  in  W a s h in g ­
to n  in  June, p re v io u s  to  le a v in g  on  th is  m o s t 
recent t r ip ,  he w as asked to  w r i te  us f ro m  tim e  
to  t im e  w ith  re fe re n ce  to  d if fe re n t phases o f  
business co n d itio n s  as he m e t the m  in  h is  w a n ­
derings. These com m ents  cam e f r o m  B uenos  
A ire s  u n d e r da te  o f  Jun e  10, w i th  a n o ta tio n  
th a t he w as le a v in g  f o r  C a pe tow n  on  J u ly  4.
A  Chicagoan, liv ing in Rio, was lament­
ing because he could get no information 
at all regarding the fate of a $50,000 de­
posit made by him months before to cover 
a shipment o f machinery from Pittsburgh. 
He had collected the amount from the con­
signee of the machinery and had deposited 
it w ith  the usual application fo r a New 
York d ra ft but he could get no answer 
from the authorities regarding the issuance 
o f the draft and meanwhile, the manufac­
turers, waiting fo r their money, refused 
to fill any more orders. The Chicagoan’s 
application fo r a draft to bring his wife 
home from Chicago, where she had been 
vacationing, was refused, it being held that 
such expenditures were not fo r necessities. 
I t  galled him, he said, to admit to wifey 
that she rated as a luxury.
In  the Argentine, the government buys 
all o f the available exchange and resells it 
to the highest bidders. Many guesses have 
been made regarding the governmental 
profit on these transactions and the esti­
mate of 20 0 ,000,000  pesos profit per year 
made by L a  Prensa, the leading daily of 
Buenos Aires, is perhaps as good as any. 
Importers bid blindly, not knowing how 
much exchange is available and they are 
never able to tell i f  or when their applica­
tions w ill be approved. Drafts on London 
are easier to get than drafts on New York 
because England takes over 331/3% of the 
Argentine exports and owns and operates 
over 50% of the public utilities of the A r ­
gentine Republic. The great London de­
partment stores like Harrods, Gath & 
Chaves, Whiteway Laidlow & Co., along 
the Calle Florida in Buenos Aires, remind 
one of O xford Street, London. The motto 
here is “ buy from those who buy from 
us.”
A  hopeless feature o f the South Am eri­
can exchange situation is that which con­
cerns blocked or frozen funds deposited 
by importers in banks fo r which no ex­
change can ever be issued because there is 
not enough exchange available to cover 
current needs. Some of these funds were 
deposited months ago or even more than
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a year ago and importers, many of whom 
are in severe financial straits, have been 
living on hope while waiting for their 
money. The depreciation in market value 
of South American money has added to 
the hopelessness of the situation for bills 
paid in full with pesos or milreis in say, 
September, 1933, would be only 75%  paid 
at the current rates of exchange for the 
peso and milreis. Several plans have been 
promulgated for the relief of importers 
and they all contemplate the issuance of 
government paper amortizable over a pe­
riod of years. Outstanding government 
obligations of these republics are selling 
considerably below par and the owners of 
blocked funds are facing the necessity of 
accepting the paper at the depreciated 
value or of abandoning their funds.
Many of these regulations seem very 
harsh but our Latin-American neighbors 
believe that they were justified by the exi­
gencies of the situations. Self defense is 
a valid pleading, even for one charged 
with crime, and the law of self preserva­
tion is no less inexorable for nations than 
for individuals. It might be pointed out 
to North Americans that some of the 
measures adopted by their own legislatures 
since March 1, 1933, have been criticized 
by those not imbued with the idea of the 
superiority of North American civilization. 
John Stuart Mill wrote: “The principle 
of the modern movement in morals and 
politics is that conduct and conduct alone 
entitles to respect, that not what men are 
but what they do constitutes their claims 
to deference.”
Or,—as Andrew H. Brown put it more 
pithily to the Kingfish in one of his recent 
conversations, “W hat’s sauce for the gan­
der ought to be sauce for the ducks.”
Municipal Accountants
An Act to amend an act entitled “An 
act concerning municipal accountants,” ap­
proved March fourth, one thousand nine 
hundred and eighteen.
BE IT ENACTED by the Senate and 
General Assembly of the State of New 
Jersey:
1. Section one of the act of which this
act is amendatory be and the same is here­
by amended so that it shall read as fol­
lows :
1. Hereafter the work of auditing the 
accounts of municipalities and counties 
within the State, when such auditing is 
done as required by law, such auditing 
shall be done only by auditors or account­
ants who shall hold an uncancelled regis­
tration license as municipal accountant for 
New Jersey. A license shall be issued 
annually by the New Jersey State Board 
of Public Accountants, stating that the ac­
countant or auditor has complied with the 
statutory requirements and is authorized to 
make audit of accounts of municipalities 
and counties of the State of New Jersey 
until the first day of September following 
or until cancellation of such license by the 
New Jersey State Board of Public Ac­
countants, as hereinafter provided. The 
New Jersey State Board of Public Ac­
countants shall have power to refuse to 
issue a license for any reason or reasons 
for which a license may be cancelled as 
hereinafter provided, or for any other stat­
ed reason which they may deem good and 
sufficient. The license fee shall be five dol­
lars ($5.00), either for the initial license 
or annual renewal. All fees shall be paid 
to the New Jersey State Board of Public 
Accountants.
2. Section four of the act of which this 
act is amendatory be and the same is here­
by amended so that it shall read as fol­
lows :
4. In event of the proof that any ac­
countant so registered shall have knowing­
ly omitted to report any error, omission, 
irregularity, violation of law or discrep­
ancy found in the books or accounts, or 
shall have issued false reports of his audit 
of any municipality or county; that is to 
say, shall have issued audits of such a na­
ture as not to show an accurate, intelligent 
and complete statement of the financial 
condition of the municipality or county, or 
of such nature as not to comply with the 
requirements of the Department of Munic­
ipal Accounts, or if such auditor or ac­
countant shall fail to file such report and 
recommendations as herein directed, or 
neglect or refuse to carry out any agree­
ment or contract for audit his registration 
license may be cancelled by the New Jer­
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sey State Board of Public Accountants; 
provided, however, that if the party whose 
license is thus cancelled or refused shall 
feel that there was not sufficient cause for 
the cancellation or refusal of the license 
as herein described, he shall have the right 
of appeal by petition to the Court of 
Chancery, and pending the hearing of the 
appeal on the return of a rule to show 
cause why such cancellation should not be 
revoked, the Chancellor may stay such can­
cellation of license until such hearing. The 
proceedings shall be summary upon the 
petition and affidavits in reply thereto, and 
the final order shall finally dispose of the 
right to exercise the privileges so licensed; 
P r o v id e d , H o w e v e r , that if in the 
course of the hearing it shall be necessary 
to refer the same to a master to determine 
the facts as to accounts or to hear the same 
by production of the books and accounts 
of municipalities, that the hearing need 
not then be confined to the reading of the 
petition and affidavits supporting the peti­
tion and in reply thereto, and in such case 
the finding of the court shall be as in other 
cases upon the report of a master after 
reference.
3. Section six of the act of which this 
act is amendatory be and the same is here­
by amended so that it shall read as fol­
lows :
6 . Any person who shall make, or begin 
to make, any audit of accounts of any mu­
nicipality or county of this State, as re­
quired by “An act requiring the audit of 
public accounts, approved March fourth, 
one thousand nine hundred and eighteen,” 
contrary to the provisions of this act, or 
without a license therefor in full force and 
effect, shall be liable to a penalty of one 
hundred dollars for every audit of ac­
count so made, to be recovered in an ac­
tion of debt, to be instituted by the New 
Jersey State Board of Public Accountants, 
in any court having jurisdiction.
4. The State Board of Public Account­
ants shall make all rules and regulations 
governing examinations and the issue of 
licenses to registered municipal account­
ants.
5. All acts and parts of acts inconsistent 
herewith are hereby repealed, and this act 
shall take effect immediately.
June 11, 1934.
State Society By-Laws
[N o te —The following remarks were 
made at the annual meeting of a State 
Society when the By-Laws of the Society 
were being overhauled.]
This is not a report of the Committee on 
By-Laws, or of its chairman, but the maun­
derings of an old idealistic idiot, a charter 
member, who has crawled down from the 
shelf on which he was laid some years ago, 
to voice a feeble protest against revolu­
tionary changes in the form of government 
of our State Society and its chapters. Bear 
with me a while. As I grow older I gain in 
courage to voice my thoughts—knowing 
that you will adopt the good thoughts—re­
ject the errors—and take no personal ex­
ception to clumsily expressed ideas.
Those of you who are students of gov­
ernment and of politics may be interested 
to know that the system of government of 
the United States, indeed of most Amer­
ican governments, is largely patterned af­
ter that of the Six Nations, those great 
Indian tribes who controlled the waterways 
of what is now the great State of New 
York, who built the Long House, where 
they held annual conventions of the chiefs 
of the great federation long before the 
white man came to American shores. The 
federation had no paper constitution, no 
written by-laws, but is one of the classic 
historic examples of successful federate 
government.
As accountants you are all familiar with 
the essential differences in various forms 
of government, the autocracy, absolute 
monarchy, dictatorship or government by 
one, the oligarchy or government by a 
small group, the republic or government 
by representatives of the people, the de­
mocracy or government directly by the 
people. Each of these forms of govern­
ment is subject to almost infinite variation. 
No practical government does more than 
approximately resemble these theoretical 
concepts.
Thus the government of the United 
States is not a democracy, but a republic 
in form, and although the government of 
all of our states is also republic in form, 
in many states it is really oligarchic in 
practice, there being only two major 
groups in constant struggle for control,
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with little or no regard for the constitu­
tional paper rights of their citizens. The 
United States is unique in that it has a 
written constitution—written by-laws so to 
speak—a constitution which is observed by 
the elected representatives of the people, 
and by the people themselves, always ex­
cepting some unimportant minor and an­
noying provisions, such as the 18th Amend­
ment.
In other countries with written constitu­
tions, in our Central and South American 
neighbors, more recently in Germany, 
Poland, Spain, the officials in power, in 
control of the government, appear to re­
gard a written constitution as a handy tool 
when it serves their purpose and a nui­
sance when it does not.
As earnest students of government you 
have read Plato’s Republic and Bryce’s 
American Commonwealth and you know 
that one is a philosopher’s dream of per­
fect government and the other a searching 
friendly criticism of our American failing 
for law making.
The study of government is intriguing. 
With the Constitution of the United States 
as a model for a system of government, we 
can produce a Constitution for a State, a 
Charter for a city, or a county, by-laws for 
any organization which elects its members 
as representatives to administer its affairs, 
including country clubs and accounting 
societies.
The impulse to follow the American 
constitutional pattern is almost irresistible, 
—whether the model is appropriate or not, 
because it seems so fair, so equitable, so 
humane. But the test comes in the prac­
tice, and when we consider the best system 
of government for a professional organ­
ization we may well ask ourselves whether 
the government of a State Society of 
C.P.A’s should be modelled on the Con­
stitution of the United States.
One of the essential differences between 
the resident of the United States, be he 
citizen or alien, and a member of a State 
Society of C.P.A’s—is that the Society 
member is such as a result of his own 
choice and of election by the other mem­
bers, the resident is part of the body politic 
willy-nilly.
The accountant is essentially an indi­
vidualist, a man of education, who charac­
teristically refuses to accept any hypothe­
sis or theory without subjecting it to a 
personal test. He thinks for himself. He 
even reads State laws and arrives at an 
independent judgment—be it right or 
wrong. To deny such a man the right of 
expression, to deny him a vote on any ques­
tion of policy, to attempt to hog-tie him 
politically and to deliver his vote is to 
fail to understand that in form at least his 
professional organization must be a de­
mocracy, government directly by the gov­
erned.
He will not knowingly surrender his 
right of individual expression, and since 
his is the choice of membership, he will 
not join the organization unless he has 
that right.
Our form of government must be demo­
cratic, permitting direct government by the 
members individually—so that the mem­
bers may take control whenever a majority 
deems that desirable.
As a concession to practice as distin­
guished from theory, we can and should 
elect representatives—directors to admin­
ister the affairs of the Society, always 
jealously guarding the individual right of 
each member to vote for or against any 
representative selected by the nominating 
committee (which is another concession to 
practice as opposed to theory) and reserv­
ing the right of each member to nominate 
one or more representatives of his own 
choosing. The final decision rests with 
the majority.
So long as our By-Laws give recognition 
to this principle of individuality, so long 
as a well-organized small group cannot 
hog-tie the other members of a chapter, or 
of the Society, the details of the By-Laws 
are relatively unimportant.
It is childish for us to ape the form of 
government of the United States in the 
peanut politics of our organization. It is 
absurd to take these By-Laws too serious­
ly, it is as bad as taking oneself seriously. 
Every member is entitled to recognition, 
every chapter is entitled to recognition and 
such recognition is assured if our By-Laws 
are flexible, broad, organic in character 
and if we do not speckle them (or our 
articles of incorporation) with legislative 
or administrative details which lose their 
force the day after enactment.
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A t l a n t i c  C i t y
ATLANTIC CITY, where the thir­teenth annual convention of The 
American Society of Certified Public Ac­
countants will meet with headquarters at 
The Claridge, October 1 to 4 this year, is 
not just a narrow line of activity composed 
of only seashore, Boardwalk and hotels, 
but it has a physical and historical back­
ground that is hugely diverting. It offers 
points of interest which, while not “eighth 
wonders of the world”, are in some re­
spects without parallel on either hemi­
sphere.
Imagine, for instance, a lighthouse en­
tirely surrounded by land—land which 
extends almost a mile to the nearest sea 
front! Lighthouses, scenes of thrilling 
sea stories, are pictured buffeted by tem­
pestuous waves, but the lighthouse in 
Atlantic City, known as the Absecon Light­
house, stands calm, serene, and gentle, 
rising from a base of generous lawns 
where the keeper has his pleasant abode. 
But this lighthouse was not always in so 
pastoral a setting. Some sixty or seventy 
years ago it, too, stood sturdily against the 
tireless onslaught of King Neptune. 
Gradually, however, the sea deposited 
sand, sand, and more sand, and people 
built upon this sand. Houses apartments, 
stores, and streets have been given founda­
tion through this unexpected gift of the 
ocean.
When you come to the convention, you 
may climb the 167 feet to the top of the 
lighthouse and look over the city of 
Atlantic City. However, you may get even 
a better view if you take an elevator at the 
Claridge, and go to its solarium, for the 
Claridge is 348 feet ta ll!
Speaking of hotels, several miles re­
moved from the Lighthouse, but on the 
same Island,—for Atlantic City is one of 
four municipalities on Absecon Island—is 
a hotel the like of which exists nowhere 
else. It is called the “Elephant Hotel” 
and there is every justification for its 
name. It is built to represent one of those 
faithful animals which have played such a 
vital part in man’s invasion of the tropics. 
Fifty years ago a Mr. J. V. Lafferty built
this hotel in what is known as Longport, 
within walking distance of Atlantic City. 
Mr. Lafferty’s fondness for animals was 
further shown in the building of other 
hotels in other places, in the shapes of other 
animals—camels, giraffes, bison, etc. How­
ever, time, hand in hand with his constant 
partner, erosion, brought to dust all of 
the contemporaries of the Elephant Hotel. 
This one alone remains. It has bedrooms, 
but no baths, electric light, but no heat, 
nor has it any meeting rooms or banquet 
halls. Therefore, it is hardly a competitor 
of the other hotels in Atlantic City. But 
as a landmark it claims first honors.
Just prior to repeal, there was a thrilling 
capture of rum boats near the mouth of 
the Mullica River, which is adjacent to 
Atlantic City, and historians revived the 
tales of Captain William Kidd, who used 
this snug harbor as a hideaway from His 
Majesty’s gunboats. He was supposed also 
to have buried a large part of his loot in 
the sand near the mouth of the Mullica. 
Old attics have been searched from stem 
to stern in an endeavor to locate maps 
which might lead to the discovery of this 
hidden wealth, but the secret remains, for 
the present at least, locked up in the grave 
of Captain Kidd.
To reach Atlantic City, motorists some­
times go through Somers Point, which is 
about eight miles away. It was here that 
Richard Somers was born in 1779 and 
while this young man died at the almost 
adolescent age of 2 2 , it is to him that 
historians credit the establishment of the 
American Navy. Young Commander 
Somers was the hero of the Battle of 
Tripoli, for he commanded the ketch “In­
trepid,” the fireship that destroyed the 
pirate fleet which had held the nations of 
the world in terror for so many years. The 
plan of attack originated with Commander 
Somers, who was killed in the explosion 
which destroyed the “Intrepid” and the 
enemy fleet. A monument to his memory 
was erected in Somers Point. The home 
of his ancestors still stands there at what 
is now a busy intersection.
Also, on the way to Atlantic City, one
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may pass through Weymouth, the scene 
of ancient iron works whose crumbling 
stone walls bear evidence of a pre-revolu­
tionary bustling activity. Ore was ob­
tained from the bogs at Weymouth and 
manufactured into iron pipes and later 
into bullets for use during 1776 and 1812. 
Later the mill was used to manufacture 
paper.
The city of Absecon, at which the New 
York and Philadelphia automobile routes 
converge, was once a large shipbuilding 
center. Waterways there, however, could 
no longer accommodate any craft drawing 
more water than a modest sailboat.
Speaking of sailboats—Atlantic City 
has a unique fleet known as the Moth 
Fleet, boats whose masts are limited to 
14 feet. The fleet competes several times 
each week, and often meets rival fleets in 
the few places where this sport has been 
developed.
Atlantic City has been the subject of so 
many stories, plays, novels and moving 
pictures that the reader runs across a 
mention of this vivid city by the sea almost 
every day. Among the columnists who 
have written reams on the subject of 
Atlantic City is O. O. McIntyre, who, in 
one of his columns, wrote about an out­
standing personality of the resort—Captain 
Young, of Young’s Million Dollar Pier. 
Of him, he said, “A character of the 
Boardwalk is Captain Young, conducting 
the pier bearing his name. His high 
perched home middle way on his pier 
bears the official address, ‘No. 1 Atlantic 
Ocean.’ Mail so addressed, with no other 
designation, has reached him from far­
away Capetown. Captain Young, amaz­
ingly weatherwise, forecasts by stars. 
Often before official storm warnings go 
up, he knows they are on the way, and as 
a strolling Paul Revere, prepares the city.”
C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s
M ay , 1934
A u d i t i n g
Question 1:
What general questions should an auditor ask in order to inform himself 
with respect to the internal check of cash in a company he is auditing for the 
first time?
Question 2:
In auditing the payroll of a corporation employing several hundred em­
ployees, all paid by check, what general procedure would you follow? What 
questions would you ask concerning internal check?
Question 3:
During the course of a balance-sheet audit, you observe that a large majority 
of trade notes receivable bear a current dating. Upon investigation, you learn 
that no entry is made in the controlling account when notes are renewed. What
The Service of Examination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing, Commercial Law and Economics 
and Public Finance as could be used by any State Board for a four-hour examination period, 
and twice as many problems in Practical Accounting as would be required for two examina­
tion periods of four to five hours each. A  Board using the service makes its own selections 
and adds any special questions or problems which it desires. The questions in Auditing, 
Economics and Public Finance follow.
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procedure would you follow in your examination of the notes and the note register 
to determine the total amount of renewals during the year without the necessity 
of investigating each note separately?
Question 4:
In making a balance-sheet audit, how would you proceed to verify the inven­
tory of finished goods ? The management has certified to you as to the correctness 
of quantities and condition. Assume for the purpose of the question that the 
finished products consist of radios and that a standard cost system is used in the 
costing out of sales and for pricing inventories?
Question 5:
A storage warehouse company, of which you are conducting a balance-sheet 
audit two months after the balance-sheet date, accepts customers’ notes for loans 
on almost all of the merchandise stored with it. How would you verify that the 
collateral was adequate and how, and to what extent, would you proceed to ascer­
tain that it was all in storage at the date of the balance sheet?
Question 6 :
In your audit of a printing establishment, you find that advances are made 
to certain customers who publish monthly magazines, these advances taking the 
form of four-month acceptances which are discounted immediately at the bank, 
the proceeds being credited to customers’ accounts. As the acceptances mature, 
they are replaced by acceptances for similar amounts which are likewise discounted 
immediately. How would you reflect this condition on the balance sheet?
Question 7:
Under financial expenses in the accounts of a branch plant of a large manu­
facturing company, you find an item of $2,600.00, representing excess payments 
above charges for consumption of electric power, made necessary during the year 
to meet an agreed minimum monthly rate. Due to the partial shut-down of the 
plant, actual consumption at regular rates in only two months of the year amounted 
to as much as the minimum rate. Do you believe this item has been properly 
classified? Give reasons.
Question 8 :
To what extent should an auditor regard himself as responsible to third 
parties ?
Question 9:
In your audit at December 31, 1933, of the cash on hand and in banks of the 
Y Company, you find the following items:
(a) Federal tax on checks in December bank statements not on 
books, $85.20.
(b) Checks from customers located at distant points, dated in 
December but not received by Y Company until January 2 and 3, $10,- 
256.88.
(c) Vouchers in petty-cash fund representing advances to employ­
ees in anticipation of the January 4th payroll, $587.50.
(d) Cash in Uruguay banks, subject to restricted withdrawal. 
$25,466.10.
(e) Cash in closed U. S. banks, estimated to be worth ultimately 
50%, $18,743.26.
How would you dispose of these items on your balance sheet?
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Question 10:
How would you proceed to verify the interbank transfers of a large industrial 
company during the last week of the fiscal period under audit? The company 
follows the practice of purchasing bank drafts for the purpose of transferring 
funds, thus saving the exchange expense which would be incurred by depositing 
its own checks.
Question 11:
(a) How would you indicate, on the balance sheet of a mining corporation, 
inventories which had been pledged as security on a bank loan?
(b) If in your investigation you discovered that the management had 
pledged ore in certain locations, part of which belonged to outside interests, how 
would you treat the situation on the balance sheet?
Question 12:
Why is it desirable in a security count of a financial institution to complete 
the examination as quickly as possible?
Question 13:
In examining a certificate of stock of a manufacturing company which you 
have found in the safety deposit box of an investment trust you are auditing, you 
are informed that the certificate, standing in the name of E. F. Gorst, a stock­
holder of the investment trust, has not been endorsed by him, although it is 
supposed to be collateral protecting the trust against certain advances made to 
him. Do you believe the company is properly protected? How should this item 
be disposed of?
Question 14:
Would you consider it necessary to segregate on the balance sheet accounts 
receivable due from officers and stockholders?
Question 15:
You have been asked as auditor for the Blank Auto Supply Company to lay 
down broad principles which the company’s employees should observe in making 
a physical count of the company’s merchandise inventories (consisting of approxi­
mately 10,000 different items) at the close of its fiscal year June 30, 1934. What 
suggestions would you make?
Question 16:
“Proper balance of inventories has weight in their valuation.” Explain the 
meaning of this quotation and how you would ascertain whether such balance 
is present.
Question 17:
In your audit of a manufacturing company for 1933, you are told by one of 
your principals: “There are approximately 1,000 additions to the property ac­
counts during the year. Vouch 100 of them.” What general course of procedure 
would you follow in making your selection of items to be vouched?
Question 18:
Do you believe that a mortgage obligation may ever appear as a deduction on 
the balance sheet from the asset to which it relates?
Question 19:
Under what conditions do you believe it proper to carry forward advertising 
expenses as deferred charges?
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Question 20:
You find consigned merchandise in the possession of the X Company which 
has been included in the physical inventory at the end of the year, and which 
represents the balance of a consignment from the Y Company partially disposed 
of during the year. No payment has been made to the Y Company and no liability 
to Y Company appears on the records. Outline your procedure in placing the 
items mentioned on a proper basis.
E c o n o m i c s  a n d  P u b l i c  F i n a n c e
1. Explain the statement of Alfred Marshall in his “Principles of Economics” 
when he says: “Nature’s part in production shows a tendency to diminishing 
returns, but man’s part a tendency to increasing returns.”
2. Discuss the statement made by Neil Carothers, Professor of Economics 
at Lehigh University, in an open letter to “Dear Congress.” After reciting the 
history of disasters from inflation he said: “Every silver dollar coined and stored 
in the Treasury vaults adds to the liability of the Government, weakens the gold 
standard and increases the danger of governmental insolvency.”
3. Explain the effect of the introduction of specialization and exchange into 
the economic process and the attendant resultant of two distinct classes of goods— 
consumer and capital.
4. In 1908 the Supreme Court of the United States handed down a decision 
written by Justice Harlan in which it said, “The right of a person to sell his 
labor upon such terms as he deems proper is, in its essence, the same as the right 
of the purchaser of labor to prescribe the conditions upon which he will accept 
such labor from the person offering to sell it.” Explain the difference between 
that economic theory and the one held by the American Federation of Labor in its 
present contentions with the Government over code provisions covering similar 
rights.
5. Give your opinion of the statement recently made by Professor William 
F. Ogburn, of the University of Chicago, in which he declared that the issue 
between State and Industry, so dramatically forced in 1933, is the problem of the 
future and predicted that closer contacts between Business and Government will 
be the chief issue in the next Presidential election.
6 . In connection with the Revenue Bill, recently before Congress, much dis­
cussion ensued regarding inheritance taxes. Answer the question asked, prior to 
the World War, by Professor F. W. Taussig of Harvard: “What can be said 
in justification of the inheritance of property, which acts so powerfully to main­
tain inequality ?”
7. At a recent Minnesota State Convention of the Farmer-Labor Party the 
platform adopted contained a plank demanding State entrance into business on a 
larger scale. Outline arguments, pro and con, for Government competition with 
private business.
8 . Randolph Leigh, newspaper columnist, recently wrote: “Socialism is the 
revolt of the unfit” to which should probably be added “or disgruntled.” Defend 
or contradict either the original or amended statement.
9. In a recent newspaper article by William Hard it was maintained that 
the real revolutionists of today are those who have demanded that the codes con­
tain price-fixing provisions. He called attention to the fact that the right to part 
with privately owned property or furnish individual services at any stated figure 
was a fundamental characteristic in an age recognizing private property rights. 
He said: “Large frequent losses by capital in general have been the price that
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capitalism has been willing to pay for spectacular gains by particular capitalists. 
Now, for the first time in the history of capitalism, it is proposed that every 
business man should make money every minute—and do it with governmental 
backing.” Give your views with reference to and comment on what is generally 
spoken of as the provision against sale below cost.
10. Explain the statement of Bye in Principles of Economics that ‘‘Values 
are the expression of consumers desires,” and then later adds, “Desires must be 
backed up by purchasing power.”
11. Distinguish between the economic difference between gross profits and 
pure profits and the accounting difference between gross profits and net profits.
12. Give your reasons for agreeing or disagreeing with the statement by 
Walter Lippmann in a recent article, that “The price-fixing policies of NRA raise 
costs ahead of profits, thus discouraging enterprise. They raise prices without 
increasing production, in fact by decreasing it, so that the real net income of 
the community tends to fall.”
13. The first pension bill passed by the United State awarded the various 
amounts named therein to those who “by reason of reduced circumstances in life 
are left in need of assistance from their country for support.” Congress has re­
cently overridden a veto by the President of a bill to restore the “presumptive” 
provision of the World War Veterans Act. Explain the economic theories of the 
two divergent viewpoints.
14. Interpret the economic theory of the New Deal as to labor, based on 
the statement by Professor Carothers that “Long hours, low wages and hard work 
have been the lot of mankind for 2000 years. If it were possible to eliminate these 
burdens by law, the fact would have been known before the present Adminis­
tration.”
15. To what extent are the restrictions and liabilities provided in the Securi­
ties Act of 1933 and the Stock Exchange Act of 1934 justifiable as a protection 
against the shrewd, if not illegal, practices of issuers and sellers of racketeering 
securities ?
16. Congressman Sadowski of Michigan, in a speech in the House of Repre­
sentatives, said, “The Federal Reserve should be abolished. The right to issue 
money and credit should be returned to the Federal Government.” Endorse or 
combat that statement with reasons.
S T A T E  S O C I E T Y  N E W S
COLORADO 
The annual C.P.A. Golf Tournament of 
the Colorado Society of Certified Public 
Accountants, was held on Monday, June 
18, at the Lakewood Country Club.
For those not playing golf, horseshoes 
and soft ball games were arranged. Ben­
jamin C. Hilliard, Associate Justice of the 
Supreme Court, was guest speaker at the 
dinner. There was also a debate on “High­
er Accountancy versus Lower Golf,” Ralph
B. Mavo and Barney Paul taking the af­
firmative and Art Baldwin and William 
Goldberg the negative.
DISTRICT OF COLUMBIA 
At a meeting of the District of Colum­
bia Institute of Certified Public Account­
ants, held on Thursday evening, June 21, 
1934, the following officers were elected: 
President, G. P. Graham; Vice-President, 
Harold C. Anderson; Secretary-Treasurer, 
Harold S. Roberts. H. C. Anderson and 
John Berg were elected to the Board.
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NEW  MEXICO
The New Mexico Society of Certified 
Public Accountants held its annual meet­
ing on June 29, at Silver City, N. M.
Executive sessions were held during the 
day and closed with a banquet in the 
evening. Guy A. Douglass, C.P.A., of Sil­
ver City, was host of the city. Officers and 
directors elected for the ensuing year were : 
President, Lon M. Fletcher of Albuquer­
que; Vice-President, J. Bryan Stephenson, 
of Albuquerque; Secretary-Treasurer, 
Rodney Barb Horton, Albuquerque; Di­
rectors, Guy A. Douglass of Silver City 
and C. L. Linder, of Albuquerque.
The Albuquerque accountants motored 
down and returned via the picturesque 
route through Reserve and Magdalena.
NEW  YORK
John F. D. Rohrbach, C.P.A., of New 
York City, has been elected as director of 
the New York State Society of Certified 
Public Accountants to fill the vacancy 
caused by the recent death of William B. 
Campbell.
New York held its first Regional Chap­
ter Conference at Skaneateles Lake, near 
Syracuse, Friday, June 29. This is a step 
in the right direction as affording an op­
portunity for the four chapters at Buffalo, 
Rochester, Syracuse and Albany, to get to­
gether for the purpose of securing a better 
acquaintanceship. Many of the State 
Society members from New York City 
were in attendance. The speakers were 
Morris S. Tremaine, Controller of the 
State for four successive term s; Rolland 
Marvin, Mayor of Syracuse, and a special­
ist in matters of government; Cleveland 
W. Childs, vice-president of the Manufac­
turers National Bank of T roy ; and Walter 
Staub, president of the New York State 
Society of C.P.A’s.
The group golfed, tennised and swam 
in the morning and devoted the afternoon 
and evening to the presentation of the 
general subjects of the value of independ­
ent audits to bankers, credit executives, 
government and general business.
OREGON
At the annual meeting of the Oregon 
State Society of Certified Public Ac­
countants, held on June 13, 1934, the fol­
lowing officers and directors were elected: 
President, Ernest Farnand; Vice-Presi­
dent, Frank S. Hecox; Secretary, F. G. 
W right; Treasurer, R. B. Stratford; Di­
rectors, J. G. Goldrainer, H. W. McIn­
tosh, I. D. Wood, Pearce C. Davis, and 
R. Erickson.
The twelfth annual convention of the 
Pacific Northwest Certified Public Ac­
countants was held in Portland, Oregon 
on June 22 and 23, with accountants pres­
ent from Washington, Oregon, California 
and Idaho.
Ernest Farnand, president of the Ore­
gon Society, was Chairman of the pro­
ceedings on Friday and D. S. Griffith, 
president of the Washington Society, was 
chairman of proceedings on Saturday.
Mayor J. K. Carson, Jr., of Portland, 
made the address of welcome and papers 
were presented on “Effects of Recent 
Treasury Decisions on Accounting for De­
preciable Assets,” by F. Gibson Wright, of 
Portland, with discussion led by Neil Sex­
ton, of Seattle; “C.P.A. Legislation,” by 
Harold L. Scott, of Seattle, with discus­
sion led by A. R. Sawtell, of Portland; 
“Charts as a Barometer,” by J. G. Gilling­
ham, of Portland, with discussion led by 
R. D. White, of Seattle; “Effect of Fed­
eral Securities Act as Amended on the 
Practice of Public Accounting,” by Albert 
J. Watson, of San Francisco, with an open 
forum presided over by L. D. Kork, of 
Portland.
Friday evening there was a dinner, fol­
lowed by dancing, in the Pompeiian 
Room of the Congress Hotel.
On Saturday morning Wm. McAdam, of 
Seattle, talked on “Significant Changes in 
the Income Tax Law,” with discussion led 
by P. C. Davis, of Portland; J. F. Lee, of 
Portland, spoke on “Internal Check and 
Disclosure of Defalcation,” with the dis­
cussion led by James M. McConahey, of 
Seattle; S. E. Hoover, of Seattle, talked 
on “Uniform Accounting for Industries,”
(Continued on page 511)
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I n  M e m o r i a m
H o r a tio  A. R o n e y , C.P.A. (Indiana, 
No. 19, April 17, 1915) of Indianapolis, 
Indiana, died Tuesday, July 17, 1934.
Mr. Roney was a charter member of The 
American Society, holding membership 
certificate No. 111. He was present at the 
organization meeting and never lost interest 
therein. He was elected State Representa­
tive at the first election and at each sub­
sequent one. He served as a member of 
the Committees on Constitution and By- 
Laws, 1927-28, and on Natural Fiscal 
Year, 1930-31. He was elected as Direc­
tor for the Fifth District for the years 
1924-25, 1926-27, 1929-30 and 1933-34. He 
served as Treasurer of The Society in 
1931-32.
The Indiana Association of Certified 
Public Accountants made the following 
reference to his faithful services:
Horatio A. Roney departed this life on 
the evening of July 17, 1934. He was 
born at Franklin. Indiana, on February 11, 
1866. His wife had preceded him in death 
only two weeks before, on July 2, 1934. 
Members of the Indiana Association were 
pallbearers at her funeral on July 5.
Mr. Roney was a charter member of 
the Indiana Association of Certified Pub­
lic Accountants and had been its Secretary 
for over twenty years. For many years he 
was the Indiana Representative of The 
American Society and was Director of the 
Fifth District as well as Indiana Repre­
sentative at the time of his death. He was 
Treasurer of The American Society for 
one year during the time that he was also 
a Representative.
Mr. Roney’s life was spent in raising the 
standards of the accounting profession. He 
helped to formulate the code of ethics and 
earnestly sought to have his associates 
abide by the letter of that code. He kept 
the faith.
Indiana has lost a valued citizen and the 
accounting profession an earnest apostle of 
uprightness and rectitude of conduct.
G u y  E d w a r d s , C.P.A. (Iowa No. 49, 
Sept. 30, 1929) of Waterloo, Iowa, died 
on Sunday, April 1, 1934.
Born at Bath, Somerset, England, Mr. 
Edwards had been a resident of Waterloo 
for the last twenty-three years. He was a 
member of the Iowa Society of Certified 
Public Accountants and of The American 
Society of Certified Public Accountants.
W i l l ia m  P r e s t o n  P e t e r , C.P.A. 
(Texas No. 5, June 15, 1915) of Dallas, 
Texas, passed away on Monday, May 21, 
1934.
A native of Springfield, Kentucky, Mr. 
Peter had been a resident of Dallas since 
1892. He entered the profession of public 
accounting in 1906 and was one of the 
organizers of the Society of Accountants 
and Bookkeepers and later the Texas So­
ciety of Public Accountants. He assisted 
in the passage of the Texas C.P.A. law in 
1915 and was appointed a member of the 
first State Board of Accountancy. In 1905 
he assisted in organizing the Dallas Asso­
ciation of Credit Men and was elected Ex­
ecutive Secretary. He later was one of the 
sponsors of the State Association of Credit 
Men. He was a member of the American 
Institute of Accountants and of The 
American Society of Certified Public Ac­
countants.
H o w a r d  M. S n id e r , C.P.A. (La. No. 
180, June 24, 1916; Texas No. 164, 1924) 
of Shreveport, Louisiana, died on June 1, 
1934 after a gallant fight against illness 
which had followed him since his service 
overseas in the late World War.
He had practiced the profession of ac­
countancy for the past fifteen years as a 
member of the firm of Colbert & Snider, 
in Shreveport and was a member of the 
Society of Louisiana Certified Public Ac­
countants and of The American Society of 
Certified Public Accountants. Mr. Snider 
had visited the offices of The Society on 
several occasions and he left with us the 
memory of a beautifully courageous spirit.
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Book Reviews
I ntermediate Accounting, Vol. II, by 
Jacob B. Taylor and Herman C. Miller. 
Published by McGraw-Hill Book Com­
pany, Inc., 330 West 42nd St., New 
York City. 476 pages. Price $3.50. 
Volume I having been recently reviewed, 
we are now in receipt of Volume II, which 
is designed for the latter part of the 
second year’s work in accounting. In this 
volume special applications of accounting 
principles to peculiar types of enterprise 
are presented, such as those in which con­
signment sales, installment sales and 
branch operations are found. Chapter 
heads are as follows: Consignments, Ac­
counting for Installment Sales, Branch 
House Accounting, Mergers-Stock Allot­
ment, Holding Companies and Consoli­
dated Balance Sheets, Consolidated Bal­
ance sheets-Subsequent to Acquisition of 
a Controlling Interest in a Subsidiary, 
Consolidated Balance Sheets-Special Prob­
lems, Consolidated Statement of Profit and 
Loss, Receivership Accounting, The State­
ment of Affairs, The Statement of Realiza­
tion and Liquidation, Liquidation of 
Partnerships in Installments, Accounting 
for Estates and Trusts. Summary ques­
tions are given at the close of each 
chapter and 95 problems with solutions 
are given in illustration of points involved.
T h e  F i n a n c i a l  P o l ic y  o f  C o r p o r a t io n s , 
b y  A r th u r  S to n e  D e w in g . P u b lish e d  
b y  th e  R o n a ld  P r e s s  C o m p a n y , 15 E a s t  
26th S tr e e t , N e w  Y o r k  C ity . 1,300 
p a g e s . P r ic e  $10.00.
This third revised edition is in six 
divisions, dealing with questions of finan­
cial policy in connection with financial 
structure and types of securities issued; 
questions in connection with valuation of 
industrial and public utility corporations; 
policies in connection with promotion and 
determination of the financial plan; 
questions of policy in administration of 
income in connection with current capital, 
accounting, depreciation, reserves, bor­
rowed capital, surplus, dividends, questions 
of policy in connection with expansions, 
combinations, consolidations; questions of 
policy in connection with problems of 
reorganization.
T h e  C i t y -M a n a g e r  P r o f e s s io n , by
Clarence E. Ridley and Orin E. Nolting.
Published by the University of Chicago
Press, Chicago. 143 pages. Price $2.00.
One of the series of studies in Munici­
pal Management directed by the Inter­
national City Managers’ Association. Dis­
cusses the idea of an appointive executive 
in municipal government; the position of 
city manager; qualifications for city 
managership; training for city manager­
ship; selection of a city manager; inter­
national city managers’ association and its 
activities; analysis of city managers in the 
service; city management as a profession. 
The appendix gives a directory of council- 
manager cities and city managers, with 
map showing the distribution of the 448 
council-manager cities and counties; 
constitution and by-laws of the Inter­
national City Managers’ Association; code 
of ethics; suggested forms for use in 
selecting a city manager; selected bibliog­
raphy on city managership; the Investor 
Point of View, the Consumer Point of 
View, Reproduction Costs Based on Index 
Numbers, Depreciation Accounting, Ac­
crued Depreciation, Bases of Depreciation, 
General Considerations and Special Prob­
lems, Accounting Principles—Conclusions. 
There is appended a discussion of Depre­
ciation methods.
M u n i c i p a l  Y e a r  B oo k  1934, edited by 
Clarence E. Ridley and Orin F. Nolt­
ing. Published by International City 
Managers’ Association, 850 E. 58th 
Street, Chicago. 256 pages. Price $4.00. 
The first publication of a Year Book for 
American cities. The first section con­
tains five comprehensive articles covering 
the fields of major interest in 1933, and 
twenty articles by leading authorities giv­
ing a resume of the significant events and 
developments in 1933 in the different fields 
of municipal activity. Part Two contains 
data on the form of government in over 
600 cities, including the type of govern­
ment, type of election for councilmen, 
number of councilmen, whether elected by 
wards or at large, term and salary of 
councilmen and mayor. Another table
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gives data on boards and commissions in 
each of 248 cities of over thirty thousand. 
Financial statistics of cities show receipts, 
expenditures, debt, assessed valuation, de­
linquent taxes, expenditures for unemploy­
ment relief, debt service, repayment of 
current borrowings, operation and mainte­
nance, capital outlay, and total expendi­
tures. There are other tables on gross 
and net bonded debt, debt of schools and 
utilities, special assessment net debt, bonds 
sold and redeemed in 1933, and total un­
funded debt. There is a directory of city 
officials in 310 cities of over thirty thou­
sand, showing length of service, whether 
elected or appointed, analysis of salary 
trends since 1930 and average salary of 
officials in each population group as of 
January 1, 1934. There is also given a 
selected list of books, pamphlets and arti­
cles for municipal officials.
T h e  A c c o u n ts  o f  a n  O i l  C om pany, by
H . G. H um phreys. Published by the 
Am erican Institute Publishing Com­
pany, Inc., 135 Cedar Street, N ew  York  
City. 145 pages. Price $2.00.
The author discusses the fundamental 
problems in the accounts of an oil com­
pany under the following chapter heads: 
Balance-sheet and General Accounts, De­
partmental Investment and Income, Fore­
cast of Income, Oil and Gas Properties, 
Natural Gasoline Department, Refinery 
Department, Lubricating Department, 
Marketing Department. There is an ap­
pendix on the Code of Fair Competition 
for the Petroleum Industry, also on Unit 
and Joint Lease Schedule.
B u s i n e s s  L a w —Principles and Cases, by 
Thomas S. Kerr. Published by John 
Wiley & Sons, Inc., 440 Fourth Ave., 
New York City. 776 pages. Price $5.00. 
A text written especially for college stu­
dents preparing for a business career. Em­
phasis is placed on the law of contracts, 
agency, sales, negotiable instruments, part­
nerships, corporations, property, bailments 
and carriers. Cases have been selected on 
the basis of facts, interesting but not too 
complicated, and also on the basis of 
clear-cut, logical reasoning by the court. 
They represent outstanding decisions illus­
trative of pervailing court interpretations.
P u b lic  U t i l i t y  V a lu a t io n — Reproduc­
tions Cost as a Basis for Depreciation  
and R ate-B ase Determination, by W il­
lard J. Graham. Published by U niver­
sity o f Chicago Press. 95 pages. Price  
$1.00.
Vol. IV, No. 3, of Studies in Business 
Administration, School of Business of the 
University of Chicago. Profusely foot­
noted and with an ample bibliography, this 
study considers Rate-Base Determination,
L o g a r it h m s , Numerical and Graphical, 
by N. R. Corke. Published by Gee & 
Company, Ltd., 6  Kirby Street, E. C. 1, 
London. 79 pages. Price 9/3.
Prepared for the easy and accurate cal­
culation of commercial and technical prob­
lems embracing calculating with logs, cal­
culating with the slide-rule, plotting and 
calculating on log-paper, calculating with 
alignment charts (nomograms).
F u n d a m e n t a l s  o f  A c c o u n t in g , by 
Harry H. Wade, C.P.A. Published by 
John Wiley & Sons, Inc., 440 Fourth 
Ave., New York City. 281 pages. 
Price $3.00.
In this book the author has placed 
emphasis on the preparation and analysis 
of retail and manufacturing statements, 
the valuation of fixed assets including 
depreciation, depletion and appraisals, and 
control features such as the voucher sys­
tem, controlling accounts and subsidiary 
ledgers.
M a n u a l  of  F i n a n c i a l  a n d  A c c o u n t in g  
P r o c ed u r e  fo r  P u b l ic  B o d ie s , p r e ­
p a red  by th e  s ta ff  o f  Public A d m in is tr a ­
t io n  S e r v ic e ,  850 E a s t  58th S tr e e t , Chi­
c a g o , fo r  th e  F e d e r a l Public Works A d ­
m in istr a tio n .
This manual sets forth the method of 
estimating public works projects, the basis 
of grants, and complete instructions for 
the handling of PW A funds. It also sets 
forth complete project accounting and cost 
procedures for construction use. It should 
be of interest not only to cities obtaining 
PW A loans and grants, but many of the
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recommendations contained therein are ap­
plicable to any kind of municipal con­
struction work. All city engineers and 
public works officials would profit by its 
study.
C o r p o r a t io n  F i n a n c i a l  S t a t e m e n t s , by 
Mortimer B. Daniels, Vol. VI, No. 1, 
of Michigan Business Studies. Pub­
lished by Bureau of Business Research, 
University of Michigan, Ann Arbor, 
Michigan, 131 pages. Price $1.00.
This study contains a critical analysis 
of the form and content of financial state­
ments of 294 industrial and utility com­
panies. Tendencies toward fuller disclos­
ure are considered together with the fac­
tors which are influencing accounting 
practice in this respect. Standards of ac­
curacy and adequacy are pointed out and 
referred to in examples of published cor­
porate statements. Impending increases in 
the regulation of corporate accounting 
practice by or through the stock exchanges 
make the questions considered in this 
study of vital importance.
The fact that the study makes constant 
reference to good and bad practice of 
some of the country’s leading corporations 
lends a most practical and interesting tone 
to its analysis.
P e r f o r m a n c e  of  D e p a r t m e n t  S to r es  :
1933, by Edgar H. Gault, Vol. VI, No.
2, Michigan Business Studies. Pub­
lished by Bureau of Business Research, 
University of Michigan, Ann Arbor, 
Michigan. 227 pages. Price, $1.00.
The author has used the reports and 
data on store performance for the year
1933 to point out the favorable and un­
favorable aspects of the current situation. 
It is apparent that while the immediate re­
sults of changed operating conditions un­
der governmental influence are gratifying 
from the profit standpoint, nevertheless a 
host of new problems has been introduced 
which demand solution if profitable opera­
tions are to continue. In the course of his 
discussion of 1933 operating results, Pro­
fessor Gault takes occasion to consider 
some of the dangers of the solutions now 
being used in an attempt to stabilize com­
mercial activity.
M a i n t e n a n c e  o f  W o r k in g  C a p it a l  of  
I n d u s t r ia l  C o r p o r a t io n s  b y  C o n v e r ­
s io n s  o f  F ix e d  A s s e t s , b y  A r th u r  H. 
W in a k o r . B u lle t in  49. P u b lish e d  by  
B u r e a u  o f  R e se a r c h , U n iv e r s ity  o f  I l l i ­
n o is , U r b a n a . 43 p a g e s .
An analysis of changes which have tak­
en place in corporate working capital since 
1927, and of relationships of working capi­
tal to fixed properties.
Announcements
Lunsford, Barnes & Company, Certified 
Public Accountants, announce the removal 
of their offices from the Pioneer Trust 
Building to the Insurance Exchange Build­
ing, Suite 1003, 21 West Tenth Street, 
Kansas City, Missouri.
Richard Smethurst and Company, Certi­
fied Public Accountants, announce the dis­
solution of the old firm and the formation 
of a new partnership of the same name 
composed of Richard Smethurst, Jr., and 
Frank C. Callahan, Certified Public Ac­
countants, for the general practice of ac­
counting with offices at 1010 Edwards 
Building, Cincinnati, Ohio.
Louis J. Portnoy, C.P.A., announces the 
opening of offices under the name of L. J. 
Portnoy and Company, for the general 
practice of accounting at 1210 Francis 
Palms Building, Detroit, Michigan.
Chesnutt, Murphy and Poole announce 
the removal of their offices to suite 940, 
208 South LaSalle Street, Chicago, Il­
linois.
Joseph A. Boulay, C.P.A., Rudolph H. 
Anderson, C.P.A., Earl A. Waldo, C.P.A., 
and Herbert T. Thorsen, C.P.A., associate, 
announce the formation of a partnership 
under the firm name Boulay, Anderson, 
Waldo & Co., Certified Public Accountants, 
for the general practice of accounting at 
1700-1710 Rand Tower, Minneapolis, 
Minnesota.
W. M. Madden and Company, Certified 
Public Accountants, are now located at 
1146-1148 Consolidated Building, Indian­
apolis, Indiana,
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George E. Wood, C.P.A., announces the 
opening of an office, as of July 2, 1934, 
for the general practice of accounting un­
der his own name at 908 Johnston Build­
ing, Charlotte, N. C.
Notes
Christy L. Sorensen, C.P.A., of Seattle, 
Washington, has been appointed Auditor 
of the Port of Seattle, as of July 1, 1934.
F. D. Lehn, C.P.A., of New York City, 
has recently been made Export Manager 
of the Underwood Elliott Fisher Company.
Daniel J. O’Brien, C.P.A., formerly 
managing director of the Towers, Brook­
lyn, N. Y., has assumed personal manage­
ment of the Commodore Perry Hotel, To­
ledo, Ohio.
Oregon
( Continued from  page 506) 
with discussion led by E. E. Bosworth, of 
Corvallis; Judge James Crawford, of the
Circuit Court, Multnomah County, ad­
dessed the meeting on “Auditing Evi­
dence.”
In the afternoon golf was enjoyed at 
the Portland Golf Club.
Mrs. P. W. Janney was chairman of the 
entertainment for the ladies which included 
a bridge tea on Friday afternoon at the 
home of Mrs. I. D. Wood, and an auto­
mobile trip to Bonneville Dam via the 
Columbia River Highway on Saturday 
morning with luncheon at noon.
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skill in applying his knowledge of principles.
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Many Buy It for One Purpose—
Then use it for a dozen or more
ADDRESSOGRAPH is the most versa­
tile of all office devices . . .  it speeds 
routine, reduces costs and saves money on 
any job where names and data must be 
copied frequently or occasionally. Records 
made and copied on the Addressograph are 
invariably legible, accurate and authentic.
Many owners who purchased Addresso­
graph primarily for one purpose have 
quickly discovered m any other profitable 
uses for it in various departments. This 
fact is especially significant in this era of 
limited working hours . . .  no overtime . . . 
higher wages . . .  when savings on the inside 
of a business are just as vital as added in­
come and profits from the outside.
Addressograph is saving money in liter­
ally hundreds of different ways in thou­
sands of businesses throughout the world.
H eading ta b u la tin g  cards
Addressing le tte rs , tags, labels, b ills  o f  
lad ing , etc.
We suggest that you recommend to your 
clients a study of the many ways in which 
Addressograph can reduce their overhead
costs, conserve productive time and add to 
profits. There is an Addressograph repre­
sentative regularly in your vicinity who will 
gladly discuss the matter with you—or with 
your clients—without any obligation. Please 
consult your telephone book, or write to
A D D R E S S O G R A P H  C O M P A N Y   
D iv is io n  o f   
Addressograph—M ultig raph  C orporation  
Cleveland, Ohio
A d d r e s s o g r a p h
TRADE M ARK 
MORE THAN AN ADDRESSING MACHINE
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T IF IE D  P U B L IC  A C C O U N T A N T
Here are a very few of its uses:
L isting payroll and check register sheets
W ritin g  vouchers . . . dividend and pay  
checks
Heading clock cards an d  jo b  tim e  tickets
Im p rin tin g  in ven to ry  an d  stock con tro l 
form s
W ritin g  requ isitions, p roduction  orders, 




Prints ciphers automatically.Thus, 
almost one-third o f  the work is 
done without touching a key.
You touch 4.67 with one stroke 
— not three. You touch 5,870.00 
with one stroke— not six!
FASTER SUBTRACTION
To subtract, touch the subtract 
bar. To add, touch the adding 




To take a total, touch the total 
key. This single motion —  not 
two or three— prints the total.
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Try  this new Burroughs. Y o u  will like its speed . . .  its simplic­
ity . .  . its ease of operation. W atch it handle almost one- 
third of the average work automatically . . . see how much 
easier and faster you can list and add amounts when you take 
advantage of the short cuts offered b y  the full visible key­
board. Remember, too, these important features are offered 
in more than 90 different models at surprisingly low prices.
BURROUGHS ADDING MACHINE COMPANY 
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BU R R O U G H S  A D D I N G  M A C H I N E S
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T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A .  e x a m i n a t i o n
IN addition to its regular Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the 
C.P.A. Examination.
This Course will be sup­
plied only to those who are 
already competent account­
ants, as no attempt is made 
to teach general accounting 
in this course. The instruc­
tion is pointed directly at 
the C.P.A. Examination.
Something more than a 
knowledge of accounting is 
necessary to insure success 
in the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features o f  the training are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts 
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner," 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I. A. examina­
tion, or ( 2) specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every 'examination paper by a  
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with lit tle or no 
practical experience can solve 
C.P.A . problems readily— 
many others with years of 
experience flounder pitifully 
in the examination room. 
WHY? The candidate is 
required to work at top 
speed. He must work with 
limited information. He has 
to construct definitions. Very 
often it is necessary for him 
to use unusual working 
sheets.
The C. P. A. Coaching 
Course given by the Inter­
national A c c o u n t a n t s  
Society, Inc., prepares you 
to meet such conditions. 
The fee is $42, and the text 
consists of twenty lessons.
A BOOKLET, “How to Prepare for the C.P.A. Examination," is available for those who  are interested. For a free copy, ju s t write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c i e t y ,  Inc.
A Division o f the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Name
Address.
Send me the special booklet, “How to Prepare for the C. P. A. Examination," 
which describes your special Coaching Course for Accountants.
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“A nd you all know security is mortal’s chiefest enemy.”
S h a k e s p e a r e .
The President’s Page 
U p b u i l d i n g  t h e  P r o f e s s i o n
b y  G eorge P rice  E l l is , C.P.A.
G RANTING that State control of admission to practice public ac­
counting is the better method; grant that in the United States public 
licensing to practice is superior in principle to private licensing, and 
you have the foundation upon which to improve the standards of the 
profession.
Perfect State regulation so far is impaired by lack of uniformity in 
the requirements between states. Insofar as these diversities represent 
a weakness in organized accounting within a State, they ought soon 
to be remedied by the growth of strong State accounting societies. State 
regulation, in the nature of things, can be no better than the organized 
public opinion behind it. The public is generally ill-informed about 
accounting service and hence not able to order how the State shall pro­
ceed. Accountants in strongly organized groups are the “public opinion” 
upon which sound regulation must rest. The State societies backed by 
the national society must be both the proponents and the judges of what 
constitutes progress for the profession. The setting of educational 
requirements, the enforcement of ethical conduct, the situation of non­
certified accountants, standards of admission, are problems primarily 
for the State society to wrestle with and solve. National unity can be 
achieved only by cementing the bonds of common interest in the home 
area.
A fault in the present system of admission is failure to require any 
specified course of study, so that the qualifying examination must be 
broad enough to cover the whole field. The development of such a course 
of study—its scope and content—is well worth the thought of every man 
who would see accounting mature into full professional status. Some 
of the ethical problems might thus be solved. From one point of view, 
competitive bidding as a disorganizing factor in the market, is lack of a 
comprehensive definition of an audit.
The major problems of ethical conduct, however, can be met only
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by local societies, so close-knit and aggressive to improve the profession, 
that the ethical standards of the group become the ethical standards of 
the regulatory law. For conduct which the society condemns to be also 
condemned by the State, requires much closer collaboration between the 
society and the State board than now exists. It also requires, that the 
conduct so condemned shall be genuinely harmful, and not open to a 
difference of professional or public opinion. The legal and the medical 
professions both have condemned the ethics of corporate practice of law 
and of medicine, but in so doing have challenged a public opinion at odds 
with the profession. The public has found such practice useful and is 
not concerned with the niceties of professional etiquette.
Advertising by the individual is condemned as unprofessional. But 
is it not just as unethical for the group to fail to inform the public upon 
matters the public should know for its own interest? Much service to 
business which the accountant should perform is done by others or not 
done at all. Slipshod business records or no records at all are still 
amazingly common, and business management an art in its infancy.
State regulation is no better than the intelligent opinion supporting 
it. The way to a unified, powerful profession is in consolidating and 
enhancing local groups in order that those groups may speak with 
force through State law.
A c c o u n t a n t s  a n d  S t o c k h o l d e r s
H o m e r  A. D u n n , C.P.A.
AN editorial in the August number of this magazine indicates that Mr.
Robert E. Healy, one of the members of the Securities and Exchange 
Commission, is interested in the subject of having “auditing accountants” 
chosen by and reporting direct to stockholders, though without committal 
thereon.
This is a large country and there is a spread of investment in stocks 
which does not exist in any country where the “auditor” is elected by 
the stockholders. Before anyone arrives at any conclusion on this sub­
ject he should canvass the principal corporations of the country and 
ascertain from each the number of stockholders on their books and the 
number of the states in which they reside. I venture to say that many 
would be amazed at the result and would be brought to a realization of 
the impossibility of mustering at meetings of such corporations the 
presence of a quorum of the stockholdings. It has been the continued 
growth in the spread of stockholdings that has firmly established in this 
country the custom of representation of stockholders by proxy. What 
avail would there be in having the “auditor” elected by the same proxies 
as elect the directors—just in that and nothing more? What more 
natural than that the proxies should turn to the directors and say “now 
who do you want for auditors?”
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Independence of the accountant is most desirable, and it is well that 
the Securities and Exchange Commission recognizes that fact, for it may 
be of assistance in reformatory measures. It is conceivable, and would 
be more practicable, that laws should provide that the board of directors 
shall elect at their annual meeting, and for the ensuing year, the account­
ant or accountants who shall audit the accounts of the corporation and 
shall render a full report of their audit direct to each and every stock­
holder, which would mean, of course, without submitting the report to 
the directors for approval or passing it through the office or through any 
official of the corporation. By such means a direct responsibility of the 
accountant or accountants to the stockholders would be established and 
probably a greater feeling of confidence in the conduct of the affairs of 
the corporation would be created. Evidence of compliance with such 
provision of law could be obtained by requiring an affidavit to that 
effect to be filed by the accountant or accountants.
Any feature of compulsion could be avoided by a provision that such 
should be the manner of procedure in the event that the corporation 
should obtain and make use of, or make any reference to, an independent 
audit of its accounts, with a suitable penalty for violation of such pro­
vision.
P u b l i c i t y
E VERY once in a while the question is raised as to what can be done 
to still further call the attention of the public to the fact that Cer­
tified Public Accountants are organized. They do work together. Not 
in all, it is true, but in most of the states the State Society is the nucleus 
of the profession in that State.
Attention called to meetings of the State Society emphasizes its 
importance and will have a tendency to raise the question in the minds 
of those desiring accountants’ services as to whether they are profes­
sionally inclined or not.
For a number of years the office of The American Society has been 
called on by not only various governmental units but also by an increas­
ingly large number of business concerns and inquiry has been made as 
to the standing of certain specified individual accountants. In all cases 
the questioner has been given the date when the individual secured his 
C.P.A. certificate, the State from which he secured it, his membership 
in a State Society, if any, and his membership in either The American 
Society or the American Institute, or both.
In many cities visitors find a document at hotels listing the events 
for the current week or in some cases for the current month. Rarely does 
one find the State Society of Certified Public Accountants listed, 
although State bar associations, medical societies, dental societies, engi­
neering societies, as well as city chapters, are found. Query: Why not
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furnish proper information concerning Chapter and State Society meet­
ings of accountants?
W orld Convention Dates, 330 West 42nd Street, New York City, 
published monthly, carries, in addition to articles dealing with con­
vention organization, a calendar, arranged alphabetically by cities 
within states also so arranged, a list of the organizations holding con­
ventions, together with the date, name of the secretary, whether State, 
regional, district, national or international. A recent issue contained 
listings of professional organizations holding meetings in 36 states, 
ranging through architecture, banking, dentistry, engineering, law, 
library, medicine, nursing, opticians, and pharmacy. Accountancy was 
represented in the listings by the Louisiana State Society and The Ameri­
can Society, and in the Canadian listings the Dominion Association of 
Chartered Accountants was recorded. Group publicity should be utilized.
A n n u a l  M e e t i n g
CLARIDGE HOTEL, ATLANTIC CITY, N. J.
October 1-2-3-4, 1934
P rogram  S p e a k e r s
President George P. Ellis
Lawrence William Robson, F. C. A., London
Henry H. Heimann, Executive Manager National Association of 
Credit Men 
H. Theodore Sorg, Attorney 
Representatives from Treasury Department 
Security and Stock Exchange Commission 
National Recovery Administration 
C.P.A.’s Fayette Elwell, Julius Flink, Joseph Klein





Technical Problems Discussion (open)
Accounting Office Administrative Problems (open)
E n t e r t a in m e n t
Golf, Bridge, Dinner Dance, Treasure Hunt, Yachting Trip, Roller 
Chair Boardwalk Parade, Fishing Haul, Dog Races, Pier Amuse­
ments, etc., etc., etc.
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G o v e r n m e n t  T r e n d s *
by H o n . W i l l ia m  E. B o r a h , United States Senator From Idaho
FRIENDS and fellow citizens: This is 
our national birthday. I have been 
asked to speak on subjects appropriate to 
the occasion. I am happy to do so. The 
Fourth of July is peculiarly an American 
institution. The occasion has its privileges. 
One is to talk of ourselves as a people 
without intending, or very much caring, 
about offense to others.
Let us, therefore, take in a full breath 
of pure American air and speak our minds 
on old-time naked Americanism—naked 
and unashamed. Let us pay simple tribute 
to American patriots, to American institu­
tions, to American character, to the flag 
and to that concept of liberty and personal 
freedom which finds its finest expression 
in the Declaration of Independence, its 
noblest embodiment in the Constitution of 
the United States and its highest practical 
exemplification in the daily needs and lives 
of American citizens, the real builders of 
American civilization.
The great controversy in 1776 was 
really a controversy between a government 
of law and a government of men, between 
arbitrary power and a government by the 
people. The same controversy continues 
and will probably continue for all time to 
come. That battle was fought out on 
American soil from 1776 to 1789, and the 
theory of a government of law prevailed. 
Great was the triumph at Yorktown when 
we won our independence, but the victory 
would have been fruitless had it not been 
for the triumph at Philadelphia in framing 
a constitution and in establishing a govern­
ment of law.
The supreme achievement in govern­
*Broadcast by the National Broadcasting 
Company, Wednesday Night, July 4, 1934.
[Note—Last month we printed one of two 
outstanding patriotic Fourth of July addresses. 
It was delivered by Cardinal O’Connell at 
Faneuil Hall, Boston. It was a philosophical dis­
cussion of the historical development of Democ­
racy. The other address was by Senator Borah 
over N. B. C. It dealt with present constitu­
tional problems.]
mental affairs was when that task at Phila­
delphia was completed and it was found 
that nowhere in that magnificent fabric of 
free government was there a niche or 
corner in which was lodged, or in which 
legally there could ever be lodged, a single 
iota of arbitrary power.
When we read the story of other revolu­
tions, the setting up of other governments; 
when we read the bloody tale of arbitrary 
power in current events and then contem­
plate the scene at Philadelphia—the seren­
ity of purpose, the unselfish devotion, the 
vision, the wisdom, of those men—it all 
seems akin to divine guidance. I have no 
words to express your veneration or my 
veneration for the men who led in public 
affairs from 1776 to 1789, who finally set 
up our framework of government, and I 
shall not undertake to do so. What they 
did and what they would have taught the 
world to do have received the commenda­
tion and praise of the lovers of liberty in 
all lands and in all tongues. Any feeble 
effort of mine to place a just estimate upon 
their work would be impious.
If I could have my deepest desire, I 
would make this 159th year of our na­
tional independence, just beginning, a year 
of home-coming to America. I would re­
trace some steps of recent years, not in 
criticism, but in the light of experience. I 
would seek, as in former years, the respect 
and friendship of all nations. With them 
I would build trade and commerce if I 
could. But I would do it all in the Ameri­
can way with first concern for American 
policies, American institutions and the 
prosperity and happiness of the American 
people.
I would induce America to live her own 
life, to preserve her principles and institu­
tions and maintain not only in theory but 
in practice that conception of personal lib­
erty, those rights and privileges of the 
citizens, without which any government, 
howsoever it may be styled, is tyranny. 
There has never been and, I venture to 
say, there never will be. unless found on
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the continent, in pursuance of policies 
heretofore obtaining a scheme of govern­
ment so conducive to strength and power, 
as a whole, and at the same time so mas­
terly in the protection and preservation of 
the right and liberties of the individual as 
was built up in the United States under 
the inspiration of the principles and poli­
cies of 1776 and 1789 and under that lead­
ership which inspire all Americans with a 
deep sense of veneration and gratitude.
We have had some experiences recently, 
and from these experiences we imbibe a 
deeper faith, a more profound belief in the 
wisdom of those who framed our govern­
ment and shaped its policies. We went 
into a foreign war, a war having its roots 
in wholly foreign policies. We left our 
dead on foreign soil. Those policies of 
those countries remain the same. Europe 
is no nearer peace and disarmament than 
before. We have our dead and crippled, 
our maimed and insane, our wrenched and 
twisted institutions, while Europe retains 
her bitterness, her dissension, her old bal­
ance of power.
During the last 20 years we have sent 
nearly $40,000,000,000 of the American 
taxpayers’ money to Europe. That amount 
would build a modest home for every 
homeless family in the United States and 
give them a sufficient annuity to start life 
anew. These debts, both public and pri­
vate, are now being repudiated, and repu­
diated in a way which seems to terminate 
lingering respect and the obligations at the 
same time. Our able Secretary of State 
advises Germany that her debt situation 
arises out of her Nazi policies. He is 
doubtless correct. The Nazi policies arise 
largely out of the Versailles treaty. The 
Versailles treaty was a result of the war 
we helped to fight—one mad round of war 
and vindictiveness and dictatorship and re­
pudiation seem to be the most pronounced 
result of our entrance into European 
affairs.
Nazism may be responsible for the de­
fault in Germany, but not in Great Britain 
or France or Italy. The fact is, and no 
amount of diplomatic fencing can conceal 
the ugly fact, that these defaults are part 
of a program of repudiation of these high 
and honorable obligations and to let the 
burden fall upon the American taxpayers.
It is a policy to make scraps of paper of 
agreements, not in the face of the enemy, 
not in the face of danger, but of agree­
ments with associates and allies.
We need not dwell on the past. What is 
done is done. W hat is loaned is loaned. 
It is an experience which may be very 
profitable after all. We undertook to make 
the world safe for democracy. We did not 
succeed. We found the view, the beliefs, 
the faiths and the controversies of cen­
turies did not readily yield—that racial 
antipathies had not yet died out of the 
hearts of men. As our efforts in the cause 
of world democracy were not accompanied 
by success, let us now devote ourselves to 
saving our own.
In my opinion, our departure from the 
policies of Washington and Jefferson in 
foreign affairs proved no more disappoint­
ing and disastrous to the interests of the 
American people than will be our depart­
ure from the principles embodied in the 
Constitution of the United States in do­
mestic affairs. The Declaration of Inde­
pendence and the Constitution of the 
United States, are the title deeds, not only 
to liberty of the people of the United 
States, but, if observed, they are the surest 
guarantee of the material prosperity, the 
contentment and happiness of the people 
of the United States.
It does not make so much difference un­
der what kind of a government the few, 
those of influence, of prestige and power, 
live. They can generally secure all the 
rights and privileges they desire under any 
form of government. Thus the great cor­
porations and the wealthy flocked to the 
support of fascism and nazism and have 
fared well. But labor, and the average citi­
zen generally, have been reduced to a 
state of intolerable political and economic 
vassalage. The most brutal system of gov­
ernment yet developed is vast capital 
linked to personal or arbitrary power.
It is under a constitutional government 
alone, a government of law and order, that 
the rights and liberties of the average man 
and woman are, or can be, preserved and 
enjoyed. Those who disbelieve in constitu­
tional government necessarily disbelieve in 
a government by the people. Those who 
strike at the integrity of constitutional 
government strike at the rights and liber­
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ties of the people.
One of our most brilliant political writ­
ers says in a book recently published: 
“Liberty everywhere is on the defensive.” 
Yes, everywhere. But that is especially 
true as to the liberty of the average man 
and woman, as to the masses, to those who 
are the toilers, the producers, of the re­
spective nations. Their rights are being 
constantly chiseled away, their position in 
the economic world more and more cir­
cumscribed, their freedom and political 
rights more and more limited, in Europe 
under dictatorships and in democracies un­
der bureaucracies.
One has but to survey the world today, 
politically and economically, to realize that 
the liberty and the rights of the people are 
less enjoyed and in more imminent peril of 
utter destruction, generally speaking, than 
they were in 1776. It has been estimated 
that 80 per cent of the people of the world 
is living below the poverty line and far 
less than 80 per cent enjoy political free­
dom. All this is being brought about in 
the name of the people whose rights are 
being destroyed. It was the practice of 
Augustus Caesar, when preparing to take 
over some new block of power, to deliver 
a eulogy on the virtues of the republic and 
announce his deep solicitude for the liber­
ties and happiness of the people. How 
faithfully this fine precedent has been 
emulated in the modern world by dictators 
and bureaucrats alike!
What is liberty under our Constitution? 
Does it consist of nothing more than the 
right to exist ? I was greatly interested in 
recent months in the discussion concerning 
the freedom of the press. When the con­
troversy arose over the freedom of the 
press under the codes something of the old 
American spirit blazed forth. We recalled 
the classic lines of Milton and the scarcely 
less classic phrases of Jefferson. We read 
again the debates on the alien sedition laws 
when the Federalists made a determined 
effort to commit political suicide. No sane 
man will underestimate the freedom of 
the press.
During this discussion it was said it 
would be unspeakable for the Government 
to say there are enough newspapers and 
no more must be started. To me it is no 
more unthinkable than to say there are
enough stores and no more must be 
started, that there are enough shoe fac­
tories and no more must be started. 
I contend that under any proper con­
ception of American liberty and under 
the Constitution of the United States the 
Government has just as much right to say 
a man may not start a newspaper as to say 
he shall not start a sawmill. The Govern­
ment has just as much right to say there 
are too many newspapers as to say there 
is too much cotton being grown. It has as 
much right to reduce the size of news­
papers and turn the printers on the streets 
as it has to force the reduction of cotton 
and turn the share croppers onto the high­
way. The Government has as much right, 
under the Constitution, to say that the 
great newspapers of the country should 
be limited in circulation and curtailed in 
issue as it has by law to curtail the acreage 
of our wheat fields.
I am not now speaking of the respective 
effects or attempting to measure the effects 
of either. I am speaking of the right, un­
der American law and under American 
conception of government. American lib­
erty is not that kind of liberty which can 
be classified and enlarged or limited ac­
cording to the respective stations and oc­
cupations of the citizens of the United 
States. The initiative, the volition, the 
right to choose his calling or profession is 
just as sacred under our Constitution to 
the humblest citizen as it is to the most 
powerful, intellectually or financially.
I do not overlook express mention in the 
Constitution of the press. But the Consti­
tution is just as explicit in legal effect in 
protecting the personal rights, privileges 
and liberties of the people generally.
Let us be frank and deal with realities. 
A free press in a country where each and 
every citizen is not equally free to choose 
his calling, or profession, and within gen­
eral law to pursue i t ; select his industry or 
business, plant, sow and reap according to 
his judgment, free from the fickle, arbi­
trary hand of bureaucracy, is only a tem­
porary delusion. If the government can 
take away the right to grow cotton and 
force the grower to plant according to 
some bureau’s judgment and thereby force 
thousands to the point of starvation, it is 
only a question of time, and it has always
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been so, until this creeping paralysis of 
bureaucracy benumbs the hand of the 
editor. I do not call this Naziism. God 
forbid! I do not claim it is facism or com­
munism. It is none of these.
It is simply that meddlesome, irritating, 
confusing, undermining, destructive thing 
called bureaucracy. It is that form of 
government which steals away man’s 
rights in the name of public interests and 
taxes him to death in the name of recov­
ery. Of all forms of government which 
has ever been permitted to torture the hu­
man family, the most burdensome, the 
most expensive, the most demoralizing, the 
most devastating, to human happiness and 
the most destructive of human values is a 
bureaucracy. It has destroyed every civili­
zation upon which it has fastened its lech­
erous grip.
It must be perfectly plain that the prin­
cipal work of recovery depends upon the 
initiative, self-reliance, the resourcefulness 
and the energy of the private citizen. 
There are a vast number of things which 
must be done in connection with recovery 
which can only be done upon his initiative 
and upon his judgment and his hope. This 
arbitrary treatment of men who made this 
country, who are in no sense responsible 
for the depression, this restraint superin­
ducing fear and confusion, retards recov­
ery and will retard it indefinitely. If per­
mitted to act under general just and equal 
laws, with an adequate monetary system 
and an adequate banking system, protected 
from the exactions of monopoly, free also 
from the restraint and dictation of bureau­
cracy, the people will win this war against 
depression. Destroy their morale, and the 
fight is lost.
The men and women upon whom this 
bureaucratic regime falls most heavily are 
not the men and women who brought on 
this depression. It did not originate in the 
laziness, or incompetency, of the farmer, 
and the farmer should not now be treated 
as if he were unworthy of confidence. 
This depression did not originate in the 
dishonesty of the ordinary business man 
or his inability to conduct his business. He 
should not be destroyed.
The great contributing causes to this de­
pression were, first, a great war which 
destroyed lives and property; secondly,
the continued burden of armaments after 
the war, which drained the national bud­
gets and extorted from the people vast 
sums they sorely needed in their daily 
lives; third, speculation by which large 
sums of money were drained from the 
pockets of the people; fourth, a monetary 
system which could be, and was so ma­
nipulated as to leave a large portion of the 
human family without this indispensable 
factor in civilization; fifth, a banking sys­
tem which permitted all money to be 
drawn from the areas of production and 
development into the channels of specula­
tion and gambling; sixth, an unconscion­
able waste of public money, city, county, 
State and national, imposing a tax burden 
upon the people which discouraged all 
lines of business. And, lastly the most im­
mediate and most important at this time of 
all, was the hold which monopoly had se­
cured upon the earnings and savings of 
the people throughout the entire country.
For 50 years, monopolies and combines 
had been seizing upon all sources of sup­
ply, all natural resources, all those things 
which the people must have in their daily 
lives and had practically fixed the price at 
which the people should enjoy them. This 
was one of the great contributing causes 
to that condition in which even in a time 
of so-called prosperity 70,000,000 of our 
people had an income of less than $800 a 
year, and in which it is estimated that 4 
per cent of the people owned 80 per cent 
of our wealth. To me, this is the most 
vital problem before the American people 
today.
The hold which monopoly has upon the 
politics of this country is vividly disclosed 
by recent political history. In the last cam­
paign the successful party denounced the 
party in power for “fostering the merger 
of competitive business into monopolies” 
as one of the “chief causes of the present 
disaster.” That party was right. But when 
this party took charge of the Government, 
one of the first things it did was to su­
spend the anti-trust laws and monopoly 
was never more unrestrained or more 
ruthless than at the present time.
Now the defeated party, looking about 
for issues, seems wholly unwilling to touch 
this vital issue. Neither in the statement 
at Chicago, or in recent statements, has
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there been the slightest reference to an 
issue which affects every home in the 
United States. With small business strug­
gling for existence against fostered and 
protected monopoly, with the consumers 
feeling more and more the extortionate 
weight of monopoly, party leaders are 
dumb. The so-called party leaders of the 
two great parties may believe they can 
smother this issue in this campaign. But 
they were never more mistaken in their 
lives. If I can get the radio about the 
middle of October, I shall report progress 
on this issue.
But I have digressed to some extent 
from the main thought. I was saying that 
these are the causes, as I see them, of this 
depression. It is not overproduction, 
where 40,000,000 people are on the border 
line of want. Small business had no part 
in bringing on the depression, and should 
not be punished. Now, so long as the fight 
is for the correction of these things, the 
abuses which have brought us to our dis­
tress, I have supported, and shall support, 
this administration, or any administration, 
regardless of politics. But the effort to 
fasten a stranglehold system of bureau­
cracy upon the people generally, to place
producers and small business in a network 
of laws and rules and regulations which 
not only embarrasses the people but aggra­
vates their distress, I shall oppose in every 
way I know.
And I shall during the Summer and 
Autumn, as best I may, present these mat­
ters to the people of this country and urge 
them to ask the leaders at Washington to 
loosen the grip of bureaucracy upon the 
daily lives and habits of the people.
In conclusion, last night, the able Sena­
tor from Kentucky, Mr. Barkley, asked 
Mr. Fletcher what laws passed under the 
name of the new deal he would repeal. I 
can only speak for myself. I would re­
peal the provision of law which suspended 
the anti-trust law and I would enforce 
these laws. It would leave many a dime or 
quarter in the pockets of the poorer people 
with which to buy the necessaries of life. 
I would repeal the cotton control bill and 
all laws by which production can be en­
forced. I would never force reduction of 
food and clothing in a world where mil­
lions are in need of food and clothing.
I would call a special session of Con­
gress to repeal these laws.
C u s t o m e r s '  R e c e i v a b l e s  f o r  C r e d i t  A n a l y s i s
by A r m i n  M. E l b e r t , C. P. A ., Milwaukee, Wis.
AUDITORS’ reports are constantly 
finding their way into credit depart­
ments of banks and other institutions for 
the purpose of establishing credit. Too 
often accountants preparing these reports 
do not keep in mind the purpose of their 
examination and as a result their reports 
include comments which are too general 
to be helpful in formulating definite 
opinions. The reports, therefore, lose much 
of their value from the standpoint of 
granting credit.
It is not uncommon to find comments 
of the same general nature in respect to 
the customers receivables. The reports 
may state that the receivables have been
examined in detail and found in agreement 
with the general records; that accounts 
were discussed with the management and 
based upon such examination and discus­
sion, it appears that the reserve for bad 
debts is adequate to cover normal collec­
tion losses. The reports may or may not 
include an ageing of the receivables. In 
most reports, the following information is 
partially or entirely lacking :
1. An ageing summary in which the re­
ceivables are grouped according to 
amounts due, the number of accounts 
in each grouping and information on 
reserve for losses required as set 
forth.
522 THE CERTIFIED PUBLIC ACCOUNTANT Septem ber,
___________ Receivables_______________ Estimated
Amount Reserve
Number (1) Billing Date Required
of 1 to 61 to For Bad
Particulars _____ Accounts Total 60 days 120 days Prior Debts
Accounts—
From $.01 to $100.00 
From $100.01 to $500.00
From $500.01 to $1000.00___________________________
Over $1000.00 ~
Total
(1) Number of days billed prior 
to balance sheet date.
(Note: Ageing summary should be 
changed to conform to credit terms 
of industry or business under exami­
nation. The credit terms should be 
clearly indicated in the report.)
The foregoing schedule affords an 
independent analysis without refer­
ence or comparison with other finan­
cial data and will disclose consider­
able information including the fol­
lowing.
A. Class of customers being sold.
B. Present market for the company’s 
product.
C. Condition of receivables and whe­
ther slow accounts are due from 
many small debtors or a few large 
customers.
2. The ageing summary should be sup­
ported by a schedule setting forth in 
detail the large accounts and perti­
nent facts relative thereto.
3. Other important facts which may in­
clude the following:
A. Number of accounts receivable 
and amount which were partially 
or entirely past due or old at the 
balance sheet date (in total only).
B. Accounts in the hands of collec­
tion agencies.
C. Number of customers sold during 
past year (in total only).
As previously stated, auditors’ reports 
containing data similar to that suggested 
in the preceding paragraphs, reveal facts 
and assists in formulating opinions. With 
this information at hand, the analyst is in
the position to make comparison of re­
ceivables with sales and arrive at definite 
conclusions. A few examples are sub­
mitted herewith:
1. In comparing receivables with sales, 
it is found that over a period of a 
year that the average age of the re­
ceivables has remained unchanged. 
The foregoing condition may be sub­
stantiated by one of the following 
conditions—
A. The condition of the receivables 
has remained unchanged.
B. The majority of the accounts are 
becoming older and/or inactive 
but the turnover in a few large 
accounts has been accelerated to 
such an extent that the average 
age of all the receivables has only 
varied slightly. (This is a very 
unfavorable trend and is only ap­
parent when necessary informa­
tion on the receivables is made 
available for analysis.)
2. Receivables are declining while sales 
are expanding.
The analyst is in the position to fairly 
accurately determine which of the 
following factors are responsible for 
this condition—
A. General improvement in the re­
ceivables.
B. Sales are being made to a few 
large customers who pay their ac­
counts promptly. (This is an un­
desirable situation in that the loss 
of one of these companies as a 
customer may have a serious ef­
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fect and leave an inadequate mar­
ket.)
C. Present customers are paying ac­
counts promptly. A proportion of 
the receivable balance represents 
uncollectible accounts. From the 
standpoint of all the receivables, 
however, a reduction in total was 
possible due to selling good cus­
tomers at the present time and the 
collection of old and/or inactive 
accounts to a point where balances 
remaining are of no value.
3. Increase in receivables with sales vol­
ume remaining constant.
With necessary data it is possible to
determine which of the following fac­
tors are responsible for this trend—
A. Granting of too much credit.
B. Accumulation of bad debts not 
written off.
C. Changes in credit policy.
D. One or more large customers in 
financial difficulty.
E. Selling merchandise on extended 
terms which is largely a consign­
ment proposition.
From the foregoing it is apparent that 
with sufficient supporting data in respect 
to the receivables it is possible not only 
to make analyses, comparisons and form 
opinions in respect to the accounts and 
trend of the particular business; but it is 
also possible to substantiate such deduc­
tions and be fairly certain of their accu­
racy. Danger signals become apparent un­
der these conditions long before they are 
noticeable where information on the ac­
counts has not been furnished.
Opposition from the auditors’ client in 
respect to presentation of data on receiv­
ables can, in most instances, be overcome 
if the importance thereof is clearly pre­
sented to the client. The client should be 
shown that full disclosure is beneficial 
rather than harmful and in addition to 
making it possible to loan funds in a more 
intelligent manner, it will also work toward 
the following end:
1. Elimination of loans to companies al­
lowing long credit terms which are 
harmful to business and competitors.
2. Prevention of abnormal credit losses 
to the auditors’ client in that the 
banker will request caution and con­
stant application of sound credit poli­
cies. (The result may be the differ­
ence between success and failure for 
the firm in question.)
3. Prevent undue expansion of credit 
leading to an unhealthy business con­
dition and subsequent reaction.
It is the writer’s opinion that practising 
accountants, credit men and bankers have 
a definite responsibility in respect to fos­
tering a more complete disclosure of in­
formation, and their combined efforts can­
not fail from eliminating many of the “un­
knowns” now existing in the granting of 
credit.
T h e  P h i l o s o p h y  o f  P r o f e s s i o n a l  L i c e n s u r e
J u s t in  M iller , J.D.
Dean, School of Law, Duke University, Durham, N. C.
PROBLEMS of unlawful practice of law and medicine are quite collateral, 
and methods of criminal law prevention of 
competition by unlicensed practitioners 
may be actually harmful if their use results 
in blinding members of professional groups 
to the importance of strengthening their
Read before the Annual Congress on Medical 
Education, Licensure and Hospitals, Chicago, 
Feb. 12,  1934.
The underlying principles apply equally well 
to accountancy as to law and medicine.
own resources and improving their capacity 
to render a higher degree of professional 
service. Those members of our professions 
who are most concerned with the use of 
law to prevent competition are frequently 
the worst offenders so far as concerns their 
misunderstanding of professional obliga­
tions and their unwillingness to support 
standards of education and licensure. The 
same man who will be found shouting loud­
est for giving every poor boy a chance to 
practice law, and in favor of licensing as
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physicians every boy who can pass exami­
nations in the technical trade subjects of 
medicine, is the very one who thinks that 
the one way to protect and improve the 
profession is to pass and strenuously en­
force criminal laws against invaders. It 
should not be forgotten that prosecution, 
to the undiscriminating public, may easily 
be interpreted as persecution; that persecu­
tion begets martyrs and martyrs beget dis­
ciples. Prosecution should be strictly 
limited to cases fully understood by the 
leaders of the community, who will con­
sequently interpret its use to the public. An 
intelligent, properly trained professional 
group will render service and interpret the 
meaning and purpose of the profession to 
the community in such manner as to make 
the use of prosecution come as a result of 
the insistent demand of the community 
for its own protection. As was said by 
Charles A. Beardsley, president of the 
State Bar of California:1
“In the long run, the public is going to be 
served in any particular field by those who 
serve it best, whether they be attorneys 
or laymen. What the public has given us 
the exclusive right to do today the public 
can take away from us tomorrow. The 
public has demonstrated that, with the laws 
dealing with industrial accident litigation 
and title work, and the public is talking 
about doing the same thing again with laws 
dealing with automobile accidents. The 
public that gave us the exclusive right to 
practice law can take it away or modify it 
at any tim e; and, in the long run, we are 
going to retain that exclusive right only so 
long as we can serve the public better than 
any one else.”
Whether the method of procedure 
adopted by the particular profession is, as 
the lawyers have done, to keep the stand­
ards for admission so low that the profes­
sion is constantly concerned with the prob­
lem of eliminating its shysters or, as the 
physicians have, done, to keep the stand­
ards so high by educational requirements 
and basic science boards that the profes­
sion is constantly concerned by the activ­
ities of quacks and fakers outside—neither 
method nor any other method will be suc­
cessful until the members of each profes­
1Beardsley, C. A .: Lay Encroachments, J. Am. 
Judicature Soc. 14:130 (D ec.) 1930.
sion, individually and collectively, are made 
acutely aware of their professional obliga­
tions and trained to interpret the profession 
to the public.
Agreement on a few fundamentals will 
make the other problems much more sim­
ple in their solution. I believe that fail­
ure to understand and agree on funda­
mentals is the main cause of our present 
professional difficulties. I shall adopt for 
my definition of philosophy that one which 
reads, “In more general application and us­
ually with ‘the’ or ‘a’ philosophy denotes 
a systematic body of general conceptions, 
ordinarily with the implication of their 
practical application.”
There is a type of honor societies or 
fraternities in which the awarding of the 
key means little more than a recognition 
of achievement, similar to the placing of a 
laurel wreath on the victor’s brow or pin­
ning a medal on his breast. Nothing re­
mains for him to do in connection with it 
except proudly but unostentatiously to dis­
play the medal through his remaining years.
In sharp contrast is the licensing of one 
to practice a profession. It is true that 
licensure does involve some recognition of 
achievement, but it is a minimum of 
achievement that is stressed in this case; a 
minimum that is deemed adequate to guar­
antee a safe performance within the field 
of practice. Here is the opening of the 
door of achievement. It is the possibility of 
achievement in the future, rather than rec­
ognition of achievement already accomp­
lished, that is emphasized in the concept of 
licensure. One of the essential elements in 
the definition of the word license and of 
its derivatives, of which licensure is one, 
is action.
The holder of the license to carry on 
business is, by virtue of that fact, the hold­
er of a sinecure which requires no more 
than the perfunctory performance of ser­
vice and the collection of money for it. 
A striking example of this is to be found in 
the licensing of saloons.
The same is true of many licenses 
granted under our Jacksonian theory, “to 
the victors belong the spoils.” Licensure 
means, in these cases, no more than a rec­
ognition of achievement and reward, based 
on such considerations as faithful adher­
ence to a political machine. Some profes­
1934 THE CERTIFIED PUBLIC ACCOUNTANT 525
sional men think of themselves in much 
the same terms, and think of the process 
of education and licensure as equivalent 
to the process of political manipulation 
that is involved in the securing of a 
licensed sinecure. A system of education 
and licensure that permits the induction in­
to the profession of a person possessed of 
such ideas fails in its inception. The whole­
sale admission of lawyers who have had no 
contact with either college or law school 
is a flagrant contribution to this evil. A 
professional school which trains only to 
pass entrance examinations is as bad, and 
a school that fails to teach its students the 
place of the profession in society and im­
press on its graduates the necessity for 
continued study and constant regard for 
the responsibilities of the profession is 
failing signally.
To discover those characteristics of the 
philosophy of professional licensure which 
distinguish it from business or other licen­
sure, thought may be given to the effect 
of each of the following considerations:
( 1 ) the nature of the authority that licenses 
or authorizes action, (2 ) the purpose 
sought to be accomplished by the licensing 
authority, (3) the nature of the act to be 
performed, (4) the character, training and 
skill required for the proper performance 
of the act.
Numerically considered, most licenses 
are granted by governmental agencies: fed­
eral, state or local. Usually this power is 
exercised by boards, commissions or agents 
appointed for that purpose, and in many 
instances is administered on a fee, percent­
age, or tax collection basis; sometimes, 
frankly, to the highest bidder. The familiar 
example of the so-called sale of concessions 
at public fairs and markets well illustrates 
this situation at its lowest point.
The more closely we approach the pro­
fessional groups, however, the less im­
portant becomes the tax or fee element, un­
til finally it is reduced to a minimum, the 
amount charged being usually only enough 
to carry the cost of administration. In the 
professional groups a situation exists in 
which only the members of each group 
are qualified to set standards and give 
examinations. Here then, though the 
government is the final arbiter of matters 
of general policy it actually delegates au­
thority to members of each professional 
group to set up standards and administer 
rules regarding licensure. Sometimes this 
takes form through an administrative body 
such as a board of examiners. Sometimes 
it consists in recognizing the degree of an 
“approved” school, approval being given 
directly by the legislature to particular 
schools or generally to a list prepared by 
a professional association. Sometimes it 
even goes so far as to transfer to an or­
ganized professional group power to set 
up an examining board, establish standards 
and generally control the whole matter of 
licensure. Whatever may be the local varia­
tion, in each case there exists as regards 
professional licensure a definite recognition 
of the propriety and necessity of its con­
trol by each professional group for itself.
It is only natural that some members 
of the professions should assume from 
these facts that the right of self determina­
tion and self perpetuation is inherent in 
professional life. It is also natural that 
such professional men should assume that 
the purpose of professional licensure is 
the better to secure themselves, their fees 
and perquisites against a world which 
would otherwise invade their sacred prem­
ises and divest them of their place in the 
sun. In fact, however, the purpose of pro­
fessional licensure is to secure to society 
the benefits that come from the services 
of a highly skilled group and, on the other 
hand, to protect society from those who are 
not highly skilled yet profess to be, or from 
those who, being highly skilled, are never­
theless so unprincipled as to misuse their 
superior knowledge to the disadvantage of 
the people.
Thus, for instance, it is said on page 151 
of the Final Report of the Commission on 
Medical Education:
Certain standards for admission to the 
medical profession have been recognized 
since the beginning of history. Even in 
ancient Rome the requirements were de­
fined by legal action in an attempt to pro­
tect the public from practitioners who were 
not considered to be qualified to treat the 
sick. . . . The various efforts to outline 
the requirements for practice have taken 
the form of regulations and legislation to 
create reasonable standards of proficiency. 
From the beginning the object has been
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the protection of the public, not the pro­
tection of the physician.
It is said that in former ages the 
general level of intelligence was so low 
that lay people were actually at the mercy 
of members of the learned professions. 
Today, though the general level of intelli­
gence has moved up appreciably, the con­
tent of knowledge in the professions has, 
perhaps, increased even more greatly. It 
is a matter of necessity therefore that the 
control of licensure is delegated to mem­
bers of each profession. No one else 
knows enough about the science and the 
art involved in each case to insure to those 
outside the profession their benefits on the 
one hand, and the protection from spoli­
ation, on the other. Normally this delega­
tion of authority indicates a confession of 
inability to determine adequately the quali­
fications of desirable new members of 
the various professions and faith that the 
leaders of the professions will establish 
and maintain such standards as will insure 
the benefits thereof and prevent the spoli­
ation which might otherwise occur.
This attitude of the people and of the 
governmental officials who represent them 
will no doubt continue only so long as 
their faith in the capacity and honesty of 
the members of the various professions 
shall continue. It is well to note in this 
connection that the attitude of lay people 
and the extent of delegation Of govern­
mental control over licensure have varied 
considerably with reference to different 
professions, and may well do so in the 
future.
If, in the case of any profession, society 
determines that its faith has been mis­
placed, that the benefits of the profession 
can be better secured and its dangers 
better guarded against by greater regi­
mentation and governmental domination 
these changes will come, in spite of the 
protests of those who are most profession­
ally conscious. If society decides that its 
peace, happiness and well being will be best 
secured by a hands-off, nonlicensing policy, 
then that profession may become disinte­
grated, with segments going in various 
directions according to the whims of the 
different groups. It is easy to imagine a 
once dominant medical profession divided 
up into segments of physicians, surgeons,
osteopaths, psychiatrists, chiropractors and 
swamis. It is equally easy to picture 
general counsellors, trial lawyers, title 
experts, trust officers, patent lawyers, tax 
accountant advisers and ambulance chasers, 
all claiming to be lawyers, setting their 
own standards and some openly advertising 
for the sale of their wares. It is not 
necessary to argue the possibilities of this 
proposition. It has been already well 
demonstrated in the case of the military 
profession, on the one hand, and the 
ministerial profession, on the other.
It will be recalled that at one time, in 
some countries at least, the military pro­
fession was so loosely organized that 
armies could be secured for hire as were 
the Hessians in the American Revolution. 
The escapades of renegade soldiers, who 
have stirred up and led revolutions in 
Spanish America also indicate that in some 
parts of the world even yet, the military 
profession, on the loose, is not unknown. 
But consider the military profession in the 
United States today. Governmental con­
trol has become so great that it may be 
seriously questioned whether licensure is 
a proper word to describe the process of 
recruiting new members. True it is that 
such recruiting is under the control of 
members of the profession, but the method 
of selection and training is so arbitrarily 
fixed by law, the compensation of mem­
bers so definitely regulated, the duties so 
definitely specified and the professional 
freedom of action so completely limited 
under a governmental control which heads 
up in the President of the United States 
and two of his cabinet officers, that it may 
be fairly said that the army and navy are 
now branches of government and their 
members, in only a very limited sense, 
members of a profession.
It will be recalled also that at one time 
in England and in other countries the 
church and state were in close union. The 
representatives of the church were state 
officials, with seats in parliament, with 
ecclesiastical courts and wide power to try 
and punish offenses. But consider the 
condition of that profession in the United 
States today. It is so scattered that one 
segment has no relation to the other. In 
one segment, standards of selection, train­
ing and ordination are high and rigorously
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enforced. In another they are so low that 
it is difficult to detect any standards at all. 
In fact, there is nothing to prevent one 
from going out “on his own” to preach a 
gospel of his own devising, so long as he 
can avoid the minimum of laws prohibiting 
unlawful assembly and inciting to riot or 
sedition.
This striking change is directly traceable 
to the guarantee of religious liberty found 
in the constitution. That provision was 
written into the constitution only after a 
long process of religious and political 
oppression, designed to force the people 
into the mold prescribed by the members 
of the profession. It is interesting to 
speculate on what the result might have 
been if the effort had been rather to meet 
the varying religious needs of all the 
people in a less arbitrary fashion.
Consciously or unconsciously, such con­
siderations have entered into the determi­
nation of the particular relationship that 
should exist between society and each 
professional group. Licensure is the agency 
that has been used to achieve such rela­
tionships, and in particular instances it has 
been used to build up, to discipline or to 
break down a profession. In the case of 
the church, removal of the sanction of 
licensure resulted in professional disinte­
gration. The people believed that their 
happiness would be better secured by- 
divorcing the church from the state, 
because its dangers were greater while the 
union existed and its benefits were greater 
when every one was free to worship his 
own God in his own way. In the case 
of the army it was felt that the danger of 
an army was much greater when it was 
out of state control and its benefits much 
greater when it was under state control; 
consequently a method of licensure was 
used which gave control and domination 
to government and resulted in the severe 
disciplining of the profession.
Somewhere between these two extremes 
fall the other professions, particularly 
medicine and law. There are evidences 
that some members of each group would 
like to see a trend toward more complete 
regimentation of professional activities, 
governmental regulation of compensation 
and lessening of professional freedom of 
action. The present trend of government
toward regulation of business seems a 
definite step in that direction which may in 
time engulf the other professions. There 
are evidences, on the other hand, that 
some members of the professions would 
like to be allowed as complete freedom of 
action as are business men. This is evi­
denced by protests against professional 
standards of ethics; particularly against 
such rules as those prohibiting advertising. 
These reactions of small elements in the 
professions are not important, however, 
except to the extent that they reflect the 
attitudes of society toward the profession. 
One represents a pull toward the type of 
disintegration which has taken place in the 
ministerial profession; the other represents 
a pull toward the disciplined regimenta­
tion of the military profession.
For the present, at least, society seems 
willing to permit the medical and legal 
professions to work out their own destinies 
and to use the method of licensure for 
further building up and strengthening our 
traditions of self government and public 
service. How long this attitude of society 
may prevail will undoubtedly depend on 
how convincing shall be our demonstra­
tion of willingness to render the highest 
degree of service and the fullest measure 
of protection compatible with our pro­
fessional capacity. If this premise is 
sound, it becomes necessary to consider 
that next important element of the philoso­
phy of licensure—the nature and extent of 
our professional obligation to serve and 
protect.
One way of testing the nature and 
extent of that obligation is to consider the 
difference between a profession and a 
business. In business transactions each 
participant is assumed to be equally well 
informed and equally able to hold his own 
in the give and take of trade and barter. 
The well known maxim of the law w arns: 
“Let the buyer beware.” On the other 
hand, the member of a profession is 
assumed to be better informed than the 
client or patient whom he serves, and 
stands in the position of champion or pro­
tector.
The nature of professional service re­
quires the existence of a relationship of 
trust and confidence. In order that he may 
be best served, a person must break down
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the barriers of reserve which otherwise 
serve to protect him, and deliberately 
reveal to his professional adviser secrets 
of physical or mental disability or secrets 
of business of the most intimate nature. 
The situation which makes possible the 
most beneficent service from a highly 
skilled, trustworthy professional, therefore, 
is one which makes equally possible his 
spoliation, if the one in whom such confi­
dence is placed happens to be a charlatan 
or a shyster.
A professional man cannot treat such a 
relationship in a casual way, and the 
methods of licensure must be such as to 
insure the constant recruiting of men who 
are adequately trained to render skilled 
service and alert to accept the responsi­
bility of protecting those whom they serve 
against spoliation.
There are in each professional group 
some who are so unaware of the nature of 
a profession and so willing to exploit it 
that, like the French king, they might well 
say, “After us the deluge.” Moreover, 
there are constantly knocking at the doors 
and asking for admission, shysters and 
scalawags whose only reason for seeking 
admission is that, as one applicant recently 
testified, they have heard “it’s an easy way 
to make a lot of jack.” Advancing a step 
or two beyond this type we come to a 
group of professional men who are frankly 
resentful of any obligation to render ser­
vice beyond that which is involved in giv­
ing the best which they can to their indi­
vidual paying clients. This, too, is a highly 
unfortunate attitude. While such men are 
to be commended for their skill and for 
their devotion to their patients, they seem 
unaware of other professional obligations 
and forget that each member consciously 
or unconsciously interprets the meaning 
and purpose of the profession to every 
person who knows him in his professional 
capacity. The fact that the professional 
obligation goes much farther than devoted 
and skillful service to paying patients is 
freely conceded by the leaders of the 
various professions, and is usually stated 
in professional oaths and canons of ethics. 
This fact is so well known that it requires 
no demonstration, but I cannot resist two 
or three striking illustrations :
Dr. Etienne Burnet, of the Pasteur
Institute, expert attached to the Health 
Organization of the League of Nations, in 
a recent report in the Quarterly Bulletin 
of that organization2 discusses the present 
trend away from individual medicine 
toward collective medicine and says, among 
other things:
Health is regarded as one of those 
“rights of man” which modern society is 
obliged to concede, and no nation can shirk 
organization of medicine for the people, 
and hence the organization under the 
auspices of the state of public health, 
social hygiene, public relief and insurance.
In the Final Report of the Commission 
on Medical Education (pp. 13-14) it is 
said that:
“Medical education has concerned itself 
in the past almost exclusively with the 
training of physicians and with contribu­
tions of new knowledge regarding health 
and disease. The medical needs, in the 
light of knowledge which existed then, 
were relatively simple. The social organi­
zation was also simple. Leaders in the 
profession were fully aware of the prob­
lems of their day and endeavored to train 
students in keeping with current knowl­
edge and practice.
The rapid growth in knowledge and the 
changes in social organization in recent 
years have greatly complicated the prob­
lems of medical service. The rapidity of 
the change and the more widespread 
public recognition of the place of health in 
individual, community, and national life 
have emphasized the importance of secur­
ing a more satisfactory distribution and 
utilization of the trained personnel in rela­
tion to the needs and the social organiza­
tion.
The large investment of society in 
universities, medical schools, hospitals, and 
public health activities and the important 
investment of the time of students in their 
education make the present lack of corre­
lation between the production and the utili­
zation of trained health workers highly 
wasteful. An effective social use of these 
investments requires that those responsible 
for medical education should know the
2Burnet, Etienne: Medical Education and the 
Reform of Medical Studies, Quarterly Bulletin 
of the Health Organization of the League of 
Nations 2 :620 (Dec.) 1933.
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newer responsibilities of the profession in 
the health program and the changing forms 
which practice may take to meet those 
responsibilities effectively.”
In the preface of the report entitled, 
“Training for the Public Profession of the 
Law,” issued by the Carnegie Foundation 
in 1921, (p. xvii), it is said:
“There is a widespread impression in the 
public mind that the members of the legal 
profession have not, through their organi­
zations, contributed either to the better­
ment of legal education or to the improve­
ment of the administration of justice to 
that extent which society has the right to 
expect. Whether that impression be ill- 
founded or not, it is clear that the bar as 
a special group, and in some respects a 
privileged group in the social order, will 
today be called upon for a sincere self- 
examination of its duties to society, and 
its relation to the realization of justice. It 
is hoped that this volume, setting forth 
the history and the development of legal 
education in the United States, may serve 
at least some part in enabling the pro­
fession itself to discharge that serious and 
high duty to organized society which is 
necessary for human progress and for the 
preservation of civil liberty.”
Finally, to illustrate this point, consider 
this statement from an address delivered 
by Chief Justice Hughes at the meeting of 
the American Law Institute in May, 1932:3 
“How is society to protect itself against 
the corrupting influences which tend to 
render it impotent to perform its primary 
obligations? That is the paramount prob­
lem of today. The Bar with its special 
knowledge has a grave responsibility to 
furnish expert guidance and determined 
leadership in dealing with this problem. 
The Bar has the capacity not only to 
instruct but to energize. It controls the 
needed leverage of acumen and experience. 
These are hard days, critical days, but 
they are days in which it is worth while to 
live and toil,—stirring days! I give you 
my greetings and congratulate you upon 
your opportunities.”
It is generally recognized as an obliga­
tion of a profession that it should render
3Hughes, C. E .: Address of the Chief Justice 
of the United States, Proc. Am. Law Inst. 10 : 
35 (June) 1932.
needed service to persons too poor to pay 
fees. Sometimes this is done by the indi­
vidual member, sometimes by agencies set 
up and supported by the members of the 
profession in a particular locality, in the 
form of clinics or legal aid societies.
There are always, in each profession, 
some members who undertake to blaze the 
way to new discoveries and new technics. 
While it is doubtful whether the members 
of the profession generally regard this as 
a part of the obligation of the profession, 
they are usually proud of these profes­
sional pioneers and eager to honor them 
for their accomplishments.
Furthermore, there are in each pro­
fession certain members who are intensely 
interested in the relation which the pro­
fession bears to the public generally and 
to the various governmental agencies. In 
the medical profession these are the men 
who may be found engaged in public 
health work and in large programs of 
preventive medicine. In the profession of 
law they will be found holding judicial, 
legislative and executive positions, serving 
on commissions and in legislative drafting 
organizations, or sponsoring movements 
for the improvement of social and political 
conditions. In this group, too, will be 
found those who in each profession are 
responsible for the organization and work 
of professional associations and those who 
are striving for the improvement of pro­
fessional education and licensure.
In spite of the indifference, and even 
opposition, of those professionals who are 
concerned solely with rendering service to 
paying patients, it is obvious that in the 
performance of the functions mentioned 
is to be found a safeguard for the future 
of our professions of at least equal impor­
tance as the rendering of skilled service 
to individuals. By providing service free­
ly for those unable to pay for it, a con­
vincing demonstration is given of our non­
mercenary character. Hostility, which 
might otherwise sweep these professions 
into the discard of disintegration, is con­
verted into gratitude and appreciation, 
which makes possible even more construc­
tive development for the future. Willing­
ness to assume the task of experimentation 
and exploration prevents the dangers of 
encroachment from proponents of invalid
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or untested hypotheses. So long as the 
public is convinced that the members of a 
profession will make available to it, at the 
earliest moment consistent with safety, 
every new discovery, the public will give 
its loyal support.
Willingness to assume responsibility for 
the investigation and ultimate solution of 
a problem of great public concern which 
lies exclusively or largely within the 
domain of a particular profession, even 
though it may result in fewer paying 
patients, establishes public confidence in 
the profession and justifies its existence. 
The success of the medical profession in 
eliminating great plagues, such as yellow 
fever and smallpox, has done more to 
dramatize the integrity and usefulness of 
the profession than all the engaging bed­
side manner of the ages. The failure of 
the profession to reduce the maternal 
mortality rate, recently revealed by the 
report of the New York Academy of 
Medicine, will be charged seriously against 
it, constituting as it does gross negligence 
in the handling of a problem of large 
magnitude which can be solved only by 
the members of the profession.4
Whenever the public suspects laziness, 
indifference, incompetence or apparent un­
willingness to assume responsibility for 
problems that have theretofore been 
assumed to lie within the field of a particu­
lar profession, it will look to others for 
help. Thus may be developed a new skilled 
service, or the public be despoiled by 
fakers. It may regret its waywardness 
later, but in the meantime it has given the 
profession a bad hour. One of the greatest 
trials of the medical profession results 
from the encroachment of miracle work­
ing religionists and psychic and psychologic 
charlatans. And yet although it is gener­
ally known that many medical cases are 
mental rather than purely physical in char­
acter, and although it is authoritatively 
stated that more than 50 per cent of the 
hospital beds of the country are devoted to 
mental and nervous cases, according to the 
Final Report of the Commission on Medi­
4Adair, F. L .: Some Points from the Reports 
of Committees on Obstetric Education of 
Physicians of the White House Conference on 
Child Health and Protection, J. A. Am. M. Coll. 
7:193 (July) 1932.
cal Education, page 214, in some medical 
schools and on the part of many physicians 
is found a strange resistance to the experi­
mental work of psychology and a stupid 
unwillingness to develop the field of 
psychiatry. Man’s psychic side is his most 
vulnerable point.2 He knows that it has 
much greater significance than science has 
yet been able to explain. Medical science 
is also aware of that fact. While the pro­
fession of medicine cannot be required to 
perform miracles or solve the mysteries of 
mental science it is expected to devote a 
reasonable amount of attention to this 
field. Its failure to do so is unfair to the 
public and to the profession. If it is true, 
as has been stated to me, that from 40 to 
60 per cent of all operations for appendi­
citis, for example, are unnecessary and 
that a considerable portion of them could 
be avoided by proper psychiatric diagnosis, 
the public has only a little more to fear 
from fakers than from physicians. Here 
would seem to be a point where licensure, 
personified in intelligent leadership, should 
be “putting on the pressure.”
One of the most distressing of present 
day problems is that of the administration 
of criminal justice. Lay people assume 
that lawyers are in charge of the situation 
and have assumed full responsibility for it. 
It is true that lawyers control the judicial 
and administrative machinery of criminal 
law enforcement and make some contribu­
tions in the legislative field, but in spite of 
these facts there is not on their part any 
conscious assumption of professional 
responsibility for the whole problem. Many 
lawyers, specialists in other fields, are 
proud of their ignorance of everything that 
relates to the criminal courts. Most of 
those lawyers who do participate in the 
administration of criminal law are quite 
content with the antiquated procedures and 
mediaeval concepts which still prevail in 
that branch of the law. Most lawyers are 
either ignorant of the newer procedures or 
opposed to them, and are mainly responsi­
ble for the inadequacy of our present 
machinery of justice. The great programs 
of preventive medicine and public health 
have no counterpart in the field of criminal 
law, and it is not unlikely that this branch 
of law administration may be split off from 
the rest and taken out of the control of
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lawyers unless they soon awaken to a 
greater sense of their responsibility and 
manifest a more intelligent interest in the 
solution of the problem.
Already substantial sections of law prac­
tice have been chipped away, because of 
the unwillingness or inability of lawyers 
to grasp the significance of such problems. 
Administrative tribunals have taken over 
a large part of the field of public utility 
law and the law relating to industrial 
accidents. A new type of specialist is mak­
ing inroads in these fields. The same is 
true of the large and important field of 
tax law. Methods of arbitration and 
adjustment are being substituted for judi­
cial procedures in many commercial situa­
tions. Although the profession of law is 
still an aggressive, dominant and highly 
capable one, there are signs of disintegra­
tion, definitely attributable to shortsighted­
ness and lack of understanding on the part 
of those members of that profession who 
have been in charge of education and 
licensure.
With their backs to the wall, and in spite 
of the low standards of licensure, the 
lawyers, too, are now using the method 
which the church once used to protect their 
borderlands; i.e., laws prohibiting others 
than licensed practitioners from practicing 
law. These “unlawful practice acts” have 
been passed in a number of states and are 
being pressed for passage in others. In 
some states they have been decisively 
defeated; a clear indication of loss of pub­
lic esteem and evidence of lack of that 
faith which is necessary to guarantee 
popular support of a profession. Pro­
fessions, like armies, succeed by using 
militant offensive tactics. An organization 
which fails to realize such responsibilities, 
and seeks instead to protect its holdings 
solely by building a Chinese wall around 
them, has reached a point where dry rot 
has set in.
I cannot let the opportunity pass to sug­
gest the importance of preprofessional 
training, particularly as a basis for under­
standing the responsibilities of the pro­
fessions and learning how to interpret them 
to the communities. I have heard it said 
that it is not necessary to instruct prepro­
fessional students in cultural subjects— 
they get enough of that at home. As a
matter of fact, many of them come from 
homes in which culture is lightly valued. 
A much more pessimistic but perhaps more 
truthful point of view is expressed in a 
recent article as follows :5
“The director of the Mayo Foundation 
states that medical students who come to 
the Mayo Clinic for further study ‘are 
most uninteresting men. They lack culture. 
They know nothing of either art or litera­
ture. They know little of music and noth­
ing of history or language.’ The deans 
of several medical schools complain that 
medical matriculates lack culture, or train­
ing in cultural subjects. The Commission 
on Medical Education affirms that one of 
the outstanding criticisms of premedical 
education is the failure of the development 
in the student of broad cultural interests.”
If it is on such men as these that we 
are to depend to interpret our professions 
to the public, on the one hand, and to plan 
its intelligent development, on the other, 
God help us! They will be fully as ade­
quate in the role of professionals as the 
negro family that split up the doors of the 
house for fuel and wondered why they 
were cold. How can such men, regardless 
of their skill, expect to be convincing in 
their contacts with the great body of 
college men and women who now com­
prise the intellectual leadership of the 
country ? How can they relate the technic 
of their skills to the social, psychic and 
economic situations which condition the 
problems of their clients and patients? 
How can they adequately determine the 
great problems of organized medicine and 
the administration of justice?
The content of professional education is 
a question that must be settled by each 
profession for itself and on a basis both of 
the scientific development of the content 
of professional knowledge and of available 
instructors. A word of caution recently 
uttered by Roscoe Pound, if followed, 
might well relieve the curriculum to such 
an extent as to make possible other desira­
ble curricular additions. He said :6
“Still another persistent difficulty in such 
discussions as the present comes from a
5Blincoe, Hom er: Correlation Between the 
College and the Medical School, J. A. Am. M. 
Coll. 6:222 (July) 1931.
6Pound, R oscoe: What Is a Good Legal Edu­
cation? Am, Bar A. J. 19:627 (N ov.) 1933,
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general assumption that education is a pro­
cess of acquiring information and conse­
quent tendency to stuff programs of pro­
fessional education with a maximum of 
informational topics with which, it is felt, 
the ideal lawyer should be acquainted. It 
cannot be insisted upon too strongly that 
education is not primarily, nor indeed ex­
cept incidentally, the acquisition of in­
formation. . . . Expanded curricula and 
institutions teaching all things to all men 
are in part a result and in part an exciting 
cause of this faith in information. Teachers 
eager to pass on what they have worked 
out laboriously have cooperated in keeping 
it alive.”
Licensure should require that profes­
sional and preprofessional education mea­
sure up to standards set by competent 
members of the professions. In view of 
the present large supply of professional 
men, there is no possible excuse for con­
tinued failure to do this. There are plenty 
of members of each profession thoroughly 
competent to set such standards and to 
establish suitable methods of examination. 
This is the essential point in the relation­
ship between education and licensure.
I am sure that if I had been able to 
persuade some professional men to go this 
far with me in sketching the underlying 
philosophy of licensure, they would now 
insist that although my thesis may be 
theoretically plausible, it is nevertheless 
impracticable. Some of them could be 
silenced, if not persuaded, by being re­
minded that I spent several years in 
general practice, four years as a public 
prosecutor and two years as a member of 
the grievance committee of a large city 
bar association. Others would resist per­
suasion from purely selfish motives. The 
presence of these men in professional life 
constitutes the greatest drag on any pro­
gram for improvement of licensure, and 
suggests the importance of devising such 
methods as may be necessary for prevent­
ing the entrance into professional life of 
more of the same kind. We are entitled 
to inquire closely into the motives of those 
who offer themselves, and in the absence 
of a clear showing of understanding of 
professional obligations and of willingness 
to assume them, we are entitled to exclude
rigorously. Ability to render skillful ser­
vice should be the minimum basis but it 
should not be the only basis for licensure.
It is at this point that serious conflict 
usually arises. Unfortunately, the rewards 
of practice come largely to those who 
render skilled service to paying patients 
and who have little interest in other pro­
fessional responsibilities. It is easy for 
professional school staffs to fall into the 
stultifying practice of supplying the 
“market,” because they know that they 
will be commonly judged on a basis of 
monetary success. Surely the public and 
the professions themselves have a right to 
insist on other educational standards. 
Members of examining boards, secure in 
the safety of admitting men who will be 
able to give convincing evidence of skill 
in diagnosis or surgery, or in writing briefs 
for large city law offices, insist that they 
are not in position to make further in­
quiries. Deans and professors in schools 
and colleges insist that their students are 
too young to have or to reveal character 
defects and that it is impossible to educate 
men to have understanding of professional 
responsibilities. They insist, moreover, 
that the right answer to a question of pro­
fessional ethics will be given instinctively 
by any gentleman. To a large extent this 
is not only untrue, but constitutes de­
liberate rationalizing to hide ignorance and 
indifference. The real answer is that we 
have developed teaching methods—on the 
basis of the pioneering of bolder men who 
have gone before us—which have proved 
reasonably successful in producing men of 
professional skill. At the time when these 
earlier teachers lived, this was their im­
portant problem. Today the problem is a 
more challenging one in a more difficult 
and complex world. Our success in fol­
lowing the lines laid out by the pioneers 
has made us such successful specialists 
that we are less resourceful in meeting 
new problems of teaching and licensure. 
Many of the teachers in professional 
schools today are men entirely lacking in 
the practical experience which comes from 
actual contact with the world outside of 
university communities. Some are frankly 
disinterested in the relation of their pro­
fessions to society and are even disinter­
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ested in the practitioners themselves. Both 
groups are busily and happily engaged in 
spinning out the intricate webs of informa­
tion and theory to which Dean Pound re­
ferred. Most of them are afraid to ex­
periment with new methods of education. 
So they say: “I t  can’t be done. There 
isn’t room for it in the curriculum. We 
don’t want to do it anyway. We are too 
busy reshaping the existing courses. It 
would be a cheap bid for popularity and 
stultifying to the ideals of the teaching 
profession.”
Much more has been done by way of 
new experiments in professional education 
than is generally known or even than 
might be supposed from articles in current 
professional journals. At the law school 
of Duke University we have already dem­
onstrated that the selecting and training 
of students for professional leadership 
need not be limited to training for pro­
ficiency in skillfully serving a client. In 
addition to providing liberally those courses 
usually found in law schools, as well as 
the formal course in legal ethics, we have 
established other courses which, in addi­
tion to their ultilitarian values, are highly 
revealing of character strengths and de­
fects and highly suggestive of professional 
attitudes.
One of these courses is our legal aid 
clinic. Here our senior students render 
professional service to real clients with real 
cases. The instructor in that course em­
phasizes constantly the fact that these 
people are social problems and insists on 
an effort in each case to determine causes 
and work out solutions beyond the mere 
legal problem involved. Among other 
examples may be cited a case which in­
volved the state sterilization law and which 
eventually resulted in a test case, carried 
to the supreme court, where the law was 
held unconstitutional. The decision was 
followed by the drafting of a new statute 
and its passage by the next legislature. 
Another example is to be found in a group 
of cases which revealed the widespread 
operation of loan sharks in the state, fol­
lowed by the prosecution of a large opera­
tor and his removal from the state. Par­
ticipation in the work of this course reveals 
sharp differences in temperament, character 
and capacity for professional service and
makes possible intelligent recommendation 
of graduates to firms seeking young men. 
Failure to pass this course results in 
failure to graduate but it is interesting to 
note that failure to graduate has nothing 
to do with admission to practice in North 
Carolina.
The conventional course in criminal law, 
which requires nothing more from the 
student than a hurried reading of many 
cases and an occasional stereotyped recita­
tion, has been converted at Duke into a 
course in criminal law and its administra­
tion, in which, in addition to learning the 
principles of law, the student is required to 
inquire into the purpose of criminal law 
in the social process, to investigate methods 
of administration and to face squarely the 
issues of a lawyer’s responsibility for 
criminal law making and remaking, in 
order that society may be best served. 
Needless to say, countless occasions arise 
in which misunderstanding is revealed, 
character defects indicated and opportunity 
afforded to train and correct.
In addition to these and other courses, 
there has been organized at Duke a student 
bar association, of which each student is 
a member, organized on the plan of the 
American Bar Association. Although this 
work is not organized as a course, one of 
our most experienced instructors is given 
course credit for assisting in the work of 
the association, and there has resulted a 
rather remarkable seminar in professional 
problems with monthly open forums in 
which heated discussions are held of just 
such subjects as we are discussing here 
today. If you have any doubt regarding 
the possibility of revelation of character 
by students and of their interest in such 
subjects, I invite you to attend a few such 
sessions and see revealed all the attitudes 
and prejudices of the members of a typical 
professional group.
It is quite possible for us in the educa­
tional group not merely to discover for 
those in the licensure group ability of the 
type which has been tested in the past, but 
to answer almost any question one cares 
to ask concerning these neophytes who are 
in our care. With the backing which well 
regulated licensure gives, we can establish 
such standards of education as licensure 
requires. Moreover, it is the right of
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those who administer licensure to inquire 
of us and to require of us whenever and 
whatever their good judgment tells them 
the occasion demands. The important 
question is whether those of us in whose 
hands now rests the destiny of the pro­
fessions are really interested in the under­
lying philosophy of licensure and willing 
to establish the necessary procedures for 
properly determining, by adequate training 
and selection, those who are to follow us.
D is c u s s io n
Alphonse M. Schwitalla, S.J., St. Louis: 
Licensure essentially includes two activities 
on the part of the licensing authority: (a) 
a power, essentially a police power, by 
which the licensing authority grants cer­
tain privileges to individuals and to corpo­
rations and excludes other individuals or 
corporations from such privileges; (b) the 
active selection of the individuals or cor­
porations to whom or to which these privi­
leges should be granted. Dean Miller views 
both of these activities from a broad and 
comprehensive point of view, treating 
rather the underlying psychologic, social 
and intellectual attitudes on the part of 
the licensing authority than dwelling on 
the “administrative methods of licensure” 
or “the content of the professional cur­
riculum.”
Let us consider the selection of the 
individuals or corporations to whom or to 
which a license to practice a profession 
should be granted. In this connection, 
Dean Miller points out first of all that the 
selection is based on only a minimum of 
achievement. The license to carry on a 
business on the part of the state is at the 
lower end of the scale. At the other end 
are the demands made by federal, state or 
local authority in licensing the members of 
such professions as that of law or of 
medicine, in which case certain achieve­
ments must be emphasized if the govern­
mental authority is to carry its responsibili­
ties to itself and to the public.
Two fundamental questions therefore 
immediately arise in determining the 
standards of achievement on which a gov­
ernment authority may or should grant a 
license to practice a profession: First, to 
what extent is a governmental authority 
capable of exercising a wise, prudent and 
disinterested selection;  and second, to what
extent can or should the governmental au­
thority rely on the profession for the basic 
standards of selection?
Any governmental authority necessarily 
labors under a series of all but prohibitive 
incapacities in fixing basic standards of 
selection for a profession. The govern­
mental authority is at times vastly remote 
not only from professional idealism but 
all too often even from that professional 
service which licensure by its very con­
cept is intended chiefly to promote, foster 
and develop for the public’s welfare. The 
governmental authority is subject to the 
vacillation arising from political favor and 
disfavor. It is vested, and necessarily so, 
all too frequently in persons whose appre­
ciation of professional life is limited to 
casual contact with members of the pro­
fession and among these all too frequently 
with the least representative members or 
at least with the less alert, less progressive 
and less capable members of the profes­
sion. Governmental authority, however, is 
concerned largely with the problems of 
integration of the claims and rights of one 
profession with those of another and even 
with the claims and rights of a profession 
with reference to the claims and rights of 
nonprofessional groups; and while these 
conflicting claims and rights must be recog­
nized by the state, it can happen all too 
frequently that the safeguards for profes­
sional integrity may be jeopardized while 
the governmental authority under a tempo­
rary pressure is forced to give recognition 
to the nonprofessional interests. Corollaries 
without number but with enormous sig­
nificance for a professional life follow 
from such conflicts. In general, I believe, 
it would be quite fully recognized that 
while the abstract right to establish stand­
ards of selection must be granted to a 
governmental agency, there will also be 
wide agreement on the principle that the 
state in establishing its basic standard of 
selection should not as a matter o f  pru­
dence and as an evidence of its solicitude 
for the public welfare retain for itself the 
establishment of the criteria for licensure.
What should be the relation between the 
governmental authority and the members 
of the profession in laying down the basic 
standards for licensure? Have we reached 
a time when we are prepared to accept
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the principle that the standards for licen­
sure should under the delegated authority 
of the government be formulated by and 
even administered by the foremost mem­
bers of the profession? Are we prepared 
to accept the goal as an achievable one 
that the state should be interested, if it is 
wholeheartedly and unselfishly devoted to 
the public welfare, to draft into its ser­
vice for the purpose of establishing criteria 
of excellence within the members of the 
profession only those professional men 
who by their prominence based on pro­
fessional achievement have reached a 
point of distinction which entitles them to 
the fullest authority in declaring to the 
public what kind of service it most needs 
from a particular profession, how that 
service should be rendered and by whom?
In medicine we have already recognized 
the National Board of Medical Examiners 
as a professional agency whose disinter­
estedness and idealism are so obvious that 
many of the state boards have taken suc­
cess in passing these examinations as prima 
facie evidence of a marked eligibility for 
licensure in the respective jurisdictions of 
these state boards. It is a matter of con­
gratulation that this is a fact, and the fact 
bespeaks the highest degree of confidence 
on the part of the state boards in the fair, 
dispassionate and impersonal selective 
power of the National Board examinations 
as well as the highest degree of confidence 
on the part of the National Board in the 
governmental integrity of those state 
boards which have accepted the National 
Board’s verdict.
A second suggestion in the field of medi­
cal education has been extensively dis­
cussed though not as yet put into opera­
tion. Graduation from an approved 
school of medicine has been suggested by 
some as a sufficiently effective selective 
procedure for establishing the qualifica­
tions for licensure. Manifestly this sug­
gestion is somewhat premature. As long 
as there are still state board failures of 
recent graduates and as long as there 
exists so large a diversity in the percentage 
of failures before state boards of recent 
graduates from recognized and approved 
schools of medicine, it is clear to the public 
that the governmental agencies have not 
developed that confidence in the examina­
tions of schools of medicine which will 
enable them to regard the M.D. degree 
from an approved school of medicine as 
prima facie evidence of eligibility to prac­
tice. There is some ground for suspicion, 
if not evidence, for the surmise that all 
state boards are not equally impersonal and 
disinterested in their judgments of a candi­
date’s fitness for practice. There is also 
some ground for suspicion that the absence 
of consistent policies of administration 
may be symptomatic of vacillating princi­
ples within the state board groups. On 
the part of the schools, however, the chief 
difficulties with the policy of accepting an 
M.D. degree as a basis for licensure arises 
from the fact that even approved schools 
of medicine cannot, or at least do not, uni­
versally take the position that the medical 
curriculum is necessarily an educational 
agent for such professional development 
of the prospective physician as will entitle 
him to the rights and privileges of medical 
practice within a given state.
Professional practice implies more than 
intellectual ability. School examinations 
are naively considered as testing mental 
ability. We know that this is not always 
true; and even if intellectual weakness 
should theoretically, at least, be revealed 
by a long series of examinations extending 
through four years of preparation, espe­
cially if the mode of examination is suffi­
ciently diversified, probably no dean of a 
medical school will make the claim that a 
passing grade, even if maintained in the 
face of all hazards of four years of medi­
cine, can yield an undoubtable verdict.
Serious questions have been raised as 
to the value of merely intellectual achieve­
ment as a preparation for the art of medi­
cine. I note that Dean Miller is at serious 
pains to show us that at Duke University 
the curriculum in law implies tests of 
character traits and moral fitness. Much 
more is the medical curriculum interpreta­
ble as a testing agency of character traits, 
social traits and moral traits. But the 
difficulties arise when we are confronted 
with the necessity of using such informa­
tion as we have about a student. What 
school, if the truth must be told, has the 
courage to withhold its final approval of a 
student who after successfully passing 
through his examinations is still found to
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lack those traits of character which we all 
desire in our own personal physician? Not 
that the schools would not be willing to 
grant the principle that the degree should 
be withheld from some one found deficient 
in character or moral excellence, but the 
difficulty of arriving at decisions equable 
to the candidate for a degree are not as 
readily subject to objective tests as are 
his mental qualifications.
Besides all of this, is there not as yet 
and will there not ever remain an exten­
sive disagreement on the content of pro­
fessional ideals and objectives? As long as 
such a diversity of opinion remains, there 
must also remain a diversity of opinion on 
the qualifications of the person who is to 
strive for those ideals and objectives.
If the medical schools, therefore, which 
are in intimate touch with a student 
throughout the years of his preparation, 
find it difficult to pronounce on the eligi­
bility of a student for practice, how much 
more difficult must it not be for a state 
board to determine such eligibility.
The solution of this dilemma must ulti­
mately lie in our basic philosophy of medi­
cal education. A school of medicine must 
clarify for itself its own ideals and objec­
tives. It must submit these ideals and ob­
jectives to the public judgment so that the 
public may be aware of the school’s claims. 
I should like to see a universally acceptable 
formulation which, not only in its bold 
outlines but also in its details, penetrates 
into the very inwardness of human char­
acter so that only physicians not only of 
intellectual achievement but of the sound­
est moral worth, fundamental strength of 
character and disinterested and altruistic 
idealism be graduated from our schools of 
medicine. But the millennium cannot be 
thought as being just around the corner. 
For the present, this work must be en­
trusted to the individual school and the 
school must be held responsible for putting 
into its curriculum as well as into its extra­
curricular influence that measure of educa­
tive pressure which will mold the plastic 
individuals subjected to it into ever 
stronger and better men who will carry 
the overpowering burden of responsibility 
for the nation’s welfare. When such men 
are marshalled before the state boards 
year after year, and when the judgment of
the state board regarding their fitness shall 
have been tested by the searching fires of 
those contingencies which arise in medical 
practice, there will in time be developed 
the public’s confidence in those selective 
procedures which now exist or which will 
through social changes gradually emerge 
from the present trends and tendencies.
If all this reasoning is logical, objectively 
correct and acceptable to our common 
thinking, it would seem to follow that the 
state board criteria for the eligibility for 
practice should contain not only the in­
tellectual element which is tested so rigor­
ously by the schools of medicine and by 
the state boards themselves but also a 
moral element for which the tests are still 
to be developed or which, if tests cannot 
be developed, must be taken for granted.
When the Committee on the Costs of 
Medical Care addressed itself to the task 
of defining what adequate medical care is, 
it soon found itself confronted with the 
necessity of establishing the principle that 
adequate medical practice implies in the 
physician more than intellectual capacity. 
And yet the question of that “more” was 
for the time being left quite unsolved. The 
committee had to content itself with mea­
sures of adequacy in terms of units of 
medical care furnished to units of the 
population. Does this mean that the prob­
lem is really insoluble ? It seems to me that 
with an increasing sense of responsibility 
in the ethics committees of medical 
societies, in the various committees deal­
ing with the education of a doctor, in the 
judiciary committee and the committee on 
ethics of the American Medical Associa­
tion, in the many committees on member­
ship and eligibility in professional medical 
societies, we have in all of these combined, 
if their interests can be focused, a group 
of agencies which would be sufficiently 
concerned about this question to make a 
real onslaught on it and to give us not only 
a workable but also a clearly definite ideal 
of the medical practitioner, from the form­
ulation of which there would flow into the 
medical educational associations that in­
fluence which of itself should result in 
better men and better physicians.
The state boards already have in hand 
a number of criteria of eligibility. In the 
intellectual phase they can rely to a large
1934 THE CERTIFIED PUBLIC ACCOUNTANT 537
extent on the recommendations of the Na­
tional Board of Medical Examiners and 
on the recommendation of approved schools 
of medicine. If the same assurance can­
not be given to the state boards concerning 
the moral phase of a prospective licensee 
in medicine, the problems involved are 
probably basically human ones rather than 
specifically professional ones. But to this 
question the medical profession as a 
whole should confidently, courageously and 
unanimously direct its efforts.
Let me turn to the question of the actual 
licensing once the eligibility of a candidate 
has been determined. This would be the 
place to attempt an evaluation of the 
personnel of the state boards. Generaliza­
tions here would be dangerous. The only 
one which seems justifiable to me without 
a very careful presentation of my point of 
view as a basis for this generalization is 
th is: that without doubt the personnel of 
the state boards is extremely diverse in its 
capacities for its work in different sections 
of the country. This generalization, of 
course, is a truism and applies with equal 
force to street car conductors and section 
bosses as well as it does to lawyers and 
ministers. Nevertheless, it needs stressing 
because these state boards carry so huge a 
responsibility for the maintenance of public
welfare, public health and public morals. 
If the state boards do not exercise firmly, 
disinterestedly and vigorously the power 
that has been vested in them in favor of 
or against those candidates whose eligi­
bility or noneligibility has become apparent 
from such tests as are at our disposal, then 
all the refinements of modern psychology, 
of educational psychology, of vocational 
guidance, of confidential direction, are 
worse than useless. The state boards must 
in the last analysis be made up of such 
men as are able to carry the public re­
sponsibility imposed on them.
GUESSED IT 
“They tell me you have been buying 
stocks ?”
“Yes,” was the response of the sad 
hearted, “I made a purchase on a margin 
a few weeks ago.”
“Was it a good buy?”
“Yes. That’s exactly what it was—‘a 
good-by.’ ”—Washington Star.
NO RAIN CHECKS 
Waitress (smilingly)—“You might find 
a pearl in that oyster stew.”
Patron—“Yes, but I ’d be satisfied to find 
an oyster.”
O U R  R E A D E R S ’ F O R U M
Contributions for this section will be limited to in the neighborhood of 
250 words. A free but short expression of opinion is requested on subjects in 
which the certified public accountant is interested. Address the Editor.
I have read your August editorial and 
am wondering by what means or process 
the National Government would determine 
the qualifications and fitness of a public 
accountant to be licensed, unless it should 
adopt the same means as that employed by 
the U. S. Board of Tax Appeals for de­
termining what accountants should be ad­
mitted to practice before it. Furthermore, 
since the law imposes penalties, why should 
resort to licensing be necessary unless 
merely for further exploiting that sort of
nationalization to which many have ex­
pressed opposition, and with seemingly 
sound arguments.
It occurs to me that any such subject could 
be much better and more effectively dealt 
with if we had a national organization of 
the profession composed of the members 
of all State societies. Political history goes 
to show that numbers behind a proposal of 
merit, or in opposition to a proposal lack­
ing merit, count immeasurably before any 
government official or body.
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Report of the Committee of Education 
Philadelphia Chapter Pennsylvania 
Institute of Certified Public 
Accountants
by J e r e m i a h  L o c k w o o d , C. P. A., Chairman, Associate Professor of Accounting, 
University of Pennsylvania, Phila., Pa.
ABOUT four months ago the Chairman of this Committee asked the Chairman 
and Secretary of your Chapter the follow­
ing questions pertinent to the work of the 
Education Committee:
(1) Whether the Institute or the 
Local Chapter had drafted a long-run 
educational policy. The answer was no.
(2) In the absence of such a policy 
whether it would be desirable to formu­
late one. The answer was yes.
(3) Inasmuch as the formulation of 
an educational policy is a task of con­
siderable magnitude, the Committee 
would like to know whether the report 
to be prepared—namely this report—is 
prepared for the purpose of being filed 
at the end of the year with the many 
other reports of many other committees 
or whether it was to serve some useful 
purpose. No definite answer was given 
to this question.
The sole purpose of the Pennsylvania 
Institute, if Article II of its Charter is to 
be relied upon, is to unite “the Certified 
Public Accountants of Pennsylvania in an 
Association for their mutual improvement 
professionally and socially by providing 
facilities for the encouragement and at­
tainment of a higher standard of profes­
sional efficiency by means of lectures, edu­
cation classes and other proper means 
. . . ” No other purpose than mutual im­
provement is indicated in the Charter of 
the Institute.
Your Committee has therefore decided 
to prepare a report which would indicate 
in some detail the nature of the educational 
problems confronting the profession and 
embodying suggestions for a long-time edu­
cational policy. Only the broadest outline 
for a policy will be indicated in this report.
It is hoped that suggestions advanced will 
be considered by subsequent committees 
and that details will be worked out by them 
with the fullest cooperation of the mem­
bership.
A considerable amount of literature, 
which appeared in the last ten years and 
which dealt with the educational aspects 
of accountancy, was carefully studied. 
There is no unanimity of opinion amongst 
accountants as to the requisites of ac­
countancy training. Many interesting 
questions have been raised. What stress 
should be placed upon the technical train­
ing as contrasted with the professional 
and social aspects? To what extent are 
practicing accountants contributing to the 
education and development of the future 
members of the profession? Should the 
universities and colleges be held respon­
sible for the so-called poor accountancy 
training of many who seek to enter the 
profession? These, and many other ques­
tions, have been discussed in the many 
articles and editorials appearing in ac­
counting publications in the period re­
viewed.
N e e d  o f  a n  E d u c a t io n a l  P rogram
Prior to the entrance of this nation into 
the World W ar there were about 3,400 
certified accountants in the United States. 
At the present time there is considerably 
in excess of 15,000 certificate holders.1 
The United States Census of Occupations 
reveals that 191,571 were classified as ac­
countants and auditors in 1930, an increase 
of over 73,000 since 1920 and an increase 
of over 151,000 since 1910. (If your 
speaker may be permitted to digress for a
1M. Isaacs—Professional Accountancy Train­
ing in Collegiate Schools of Business—1933 
Columbia Ph.D. thesis, Page 13.
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moment, it might interest you to know that 
while you consider yourselves as members 
of a professional body, the United States 
Census classifies you otherwise. You are 
not classified under Professional Services, 
this group including in addition to the 
more widely known professions of archi­
tects, dentists, artists, clergymen, teachers, 
etc. all the photographers, dancing teach­
ers, actors and showmen. You are not 
classified as members of the semi-profes­
sional subdivision which includes keepers 
of charitable and penal institutions and 
apprentices to other professional persons. 
Perhaps it will come as a shock to you to 
learn that accountants and auditors as a 
group are classified under clerical occupa­
tions. Other clerical occupations include 
collectors, agents, stenographers and ty­
pists, office appliance operators, messengers 
and office boys and girls.) C. E. Allen2 
reported that in 1916, 116 colleges and uni­
versities were giving courses in accounting 
while in 1926 the number had increased to 
335. The United States Department of 
the Interior, Bureau of Education,3 in a 
circular published in 1932, stated that 
there were 76,912 students, including dupli­
cations, studying accounting in institutions 
of higher learning. If to these figures 
there is added pupils studying accounting 
in high schools and in private business and 
commercial schools, the numbers become 
formidable. To what can this phenomenal 
or mushroom growth in accountancy be 
attributed? Is it due partly to the lure of 
advertisements, to the income tax, to the 
realization that accountancy is a necessary 
fundamental in business training due to 
the increasing complexity of business life 
or is it merely an accompaniment of a 
growing interest in collegiate business edu­
cation ? Whatever the causes or the results 
the problems arising because of this phe­
nomenal growth are of vital interest to 
accountants.
That accountants are alert to the exist­
ence of these problems is evident. Criti­
cisms are being hurled by accountants at 
members of their own profession. They 
are criticizing themselves because of pro­
fessional, or shall it be said, business 
methods employed, because of too intense
2Accounting Review, June 1927, Page 150.
3Department of the Interior, Circular No. 94.
specialization and because of knowledge or 
lack of knowledge possessed. The profes­
sion, through its spokesmen, from time to 
time give vent to criticism of the educa­
tional background of juniors who are 
added to their staff only to be dropped 
when it is no longer profitable to retain 
them. Teachers are accused of emphasiz­
ing theory and not properly equipping stu­
dents with a working knowledge of ac­
counting. Instructors complain of the 
lack of interest of professional accountants 
in higher education. Some of those at­
tempting to enter the profession are bitter 
about the types of C. P. A. examinations 
given and the training which they receive as 
juniors. Are these and other criticisms 
relative to educational background and 
training worthy of our consideration and 
forethought? It is fitting that the educa­
tional problems confronting the profession 
be stated before the question be answered.
E d u c a t io n  P r o b l e m s  C o n f r o n t in g  Ac­
c o u n t a n t s
(A) Relating to the Profession itself.
Accountants, like doctors, lawyers, ac­
tors and others differ in their respective 
abilities because of native characteristics, 
educational background and opportunities 
presented to exercise their talents. Regard­
less of these differences in abilities there 
are certain fundamental possessions of a 
good accountant. Dr. Isaacs,4 in a thesis 
previously referred to, states that “This 
pragmatic view of the field of accountancy 
necessarily presupposes certain definite de­
siderata in the accountant. He must be a 
person of broad cultural training, conver­
sant with the usages of business, equipped 
with a social viewpoint. He must have a 
keenly imaginative mind, trained in analy­
sis and interpretation. He must have the 
scientific, the experimentalist attitude to­
ward his work. He must be prepared to 
accept responsibility for considered judg­
ments, with enough vision to reverse these 
judgments when conditions warrant. He 
must be thoroughly imbued with the spirit 
of the group ethics in general, and of his 
profession’s ethics in particular.
“On the technical side, he must be 
equipped to evaluate business transactions 
in the light of professional experience, but
4Op. Cit., Page 18.
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sufficiently open minded to reject tradi­
tional forms and interpretations when the 
exigencies of any situation demand it. He 
must be prepared to advise on the eco­
nomical conduct of the record making ac­
tivities. He must be trained in the methods 
and techniques evolved by the experience 
of the profession as a whole but not sub­
servient to hide-bound tradition. He must 
be fully acquainted with the literature of 
the profession, so that sources of infor­
mation may be always available to supple­
ment the knowledge already possessed. 
Finally, he must be alert to the necessity 
of professional growth, to the possibility 
of sharing the experience of others and 
of sharing his experiences with others.”
Another accountant states that the great­
est handicap from which the profession 
is suffering “is the narrowly trained Certi­
fied Public Accountant who has crammed 
on accounting courses until he has been 
able to pass the Certified Public Account­
ant examination. The profession today, 
more than ever before, needs the broad 
general training given by collegiate schools 
of business (in addition to accounting 
subjects) in the field of economics, taxa­
tion, finance, banking and public utili­
ties . . . ”5
A. B. Crawford and S. H. Clement in 
their book on The Choice of an Occupa­
tion,6 in their discussion of Accounting, 
believe that college graduates contemplat­
ing entering the accounting profession 
should possess the following qualifica­
tions :—
1. An appreciation of the necessity for 
conscientious, painstaking and accu­
rate work, even without direct super­
vision.
2. Natural aptitude for analysis and 
synthesis.
3. Ability to express the results of such 
analysis in clear and correct 
language.
4. A sense of perspective which will not 
be distorted by proximity to minor 
details.
5. Great respect for mathematical accu­
racy plus ability to handle and inter­
pret figures.
5F. H. Elwell—Accountancy Education in Cer­
tified Public Accountant, January 1934, Page 23.
6Yale University Press—1932, Page 405-406.
6 . Poise, tact and breadth of view 
which will make contact with men of 
affairs agreeable, a pleasant appear­
ance and a bearing which will induce 
respect.
7. Ability to absorb confidential infor­
mation without divulging it to others.
A past president of The American So­
ciety of Certified Public Accountants 
states, in an article on the Proper Prepara­
tion for Admission to the Accountancy 
Profession7 “that an accountant must be 
well versed in the essential problems of 
business, that he must be the possessor of 
a good character and have professional 
bearing, will-power and the necessary tech­
nical training to succeed.”
An examination of our individual pos­
sessions and a comparison of them with 
the qualifications mentioned should enable 
each one of us to determine, on the basis 
of requirements thought to be desirable, 
whether an educational program will aid 
us as individuals, or whether, from our 
knowledge of the shortcomings of our fel­
low professional brethren, an educational 
program should by all means be prepared 
for their benefit.
(B) Relating to Members of the Staff 
of Accounting Firms.
Accountants have been cautioned to re­
member that their reputation is in the 
keeping of their juniors and seniors, and 
that accountancy is a lifetime study.8 Fail­
ure to realize these facts may be disas­
trous, professionally as well as financially. 
If it be necessary for principals to con­
tinually cultivate those qualifications which 
make for success, how much more neces­
sary it is that juniors and seniors, lacking 
that breadth of view that comes from the 
combination of accumulated study and ex­
perience, do likewise.
Subordinates, juniors and seniors, whose 
welfare and further education are partially 
tied in with the professional and financial 
advancement of their employers should be 
encouraged in every way possible to con­
tinue their education and to keep abreast 
of the changing conditions in our complex 
business organization.
7H. C. J. Peisch—Certified Public Accountant, 
February 1932, Page 93.
8James F. Hughes, C. P. A., in Certified Pub­
lic Accountant, July 1930, Page 197.
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(C) Relating to the Incoming Members 
of the Profession.
Bitter criticism has been leveled at the 
profession by many young men who find it 
difficult to secure the actual practical ex­
perience required before State Board Ex­
aminations are taken. Some have com­
plained that because of the seasonal nature 
of the work performed they are dismissed 
when their services become no longer 
profitable. While some of these criticisms 
may have to be discounted, a study of the 
case histories of some junior accountants 
who were released is not without signifi­
cance.9 Forty-six per cent of the junior 
accountants covered in the survey were 
released after a modal employment of 
three months, the main reasons for the re­
leases, as stated by the employers, being 
seasonal nature of work, insufficiency of 
experience and insufficient knowledge of 
accounting. Without attempting to ques­
tion the adequacy of the sample it might 
be remarked in passing that serious doubts 
can be raised against the constantly re­
iterated statement that accountancy is a 
profession, if a heavy percentage of ju­
niors each year are released because of the 
seasonal nature of the work or insuffi­
ciency of experience upon the part of the 
entering members. As a profession it is 
distinctly obligated to provide employment 
or entree to the properly qualified young 
men requesting entrance. While it may be 
true that the average junior is deficient in 
knowledge of accounting, lacks imagina­
tion and ability to think clearly,10 it should 
be forcibly realized that if experience is to 
be regarded as a necessary requisite for 
admission to C. P. A. examinations, pro­
visions for acquiring the experience must 
be provided by the profession. Dr. Isaacs11 
states that “too frequently the junior ac­
countant is used by the senior as an extra 
pair of hands and eyes, or as a substitute 
for an adding machine. The junior is 
given instructions to do certain things 
without having reasons assigned and with­
out being able to envisage his work in its
9Chester F. Lay—A Study of Public Account­
ing Personnel—in Accounting Review, Septem­
ber 1931, Page 223.
10R. F. Godfrey—Training the Staff and Edu­
cational Programs—Certified Public Accountant, 
August 1930, Page 233.
11Op. Cit., Page 89.
relation to other points of the work being 
done.”
In an editorial in the American A c­
countant12 it is stated that the “Public Prac­
tice of Accountancy is still lamentably 
weak in one of the essentials upon which 
the usefulness and development of the pro­
fession depends. We refer to an organized 
condition that exists with respect to the 
selection and training of incoming prac­
titioners. The word training, as we have 
used it, includes not only such preparation 
as may be made in technical schools of 
accountancy but also the training in ac­
countancy practice that must necessarily 
be obtained under direction of practicing 
accountants before the candidate becomes a 
competent and accredited practitioner.”
Professor J. T. Madden, Dean of the 
School of Commerce of New York Uni­
versity, says “I have met critics who ex­
pected the schools to turn out finished 
practitioners capable of doing junior ac­
counting work. They believed that good 
material should be placed in their offices 
directly from the classroom without any 
period of apprenticeship.”13
From the foregoing, and many others 
along similar vein, the conclusion can be 
drawn that the situation as it exists today 
with respect to the entrance and training 
of junior accountants in the profession is a 
decidedly unhappy one. It calls for intelli­
gent action on the part of accountants in 
applying remedial measures.
(D) Relating to Accounting Education 
in the Universities and Colleges.
Although the profession has grown in 
numbers far more rapidly than the other 
professional bodies in the last twenty years, 
it is not in a position to, nor is it desirable 
to absorb the tens of thousands who are 
studying accountancy. Many students take 
courses in accounting because they are 
required in the collegiate business school 
curriculum. Many realize the importance 
of accounting and its relationship to the 
problems of the individual enterprise with 
which they are or hope to be connected. 
Others take courses in the subject to en­
able them to qualify for civil service and 
teaching positions. Many have been sold
12December 1932.
13Education Requirements for Accountants—
American Accountant, April 1929, Page 205.
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on the importance of the necessity of a 
knowledge of accounting to round out 
their business education. Lastly we have 
that group which is hopefully striving to 
enter the profession. With varied groups 
such as these it is to be expected that the 
accountancy education will vary.
The Committee on Education Report of 
The American Society of Certified Public 
Accountants, Leo Greendlinger, Chairman, 
in pointing out that 1,437 accounting 
courses were offered in 337 universities 
and colleges, contained the following 
pointed remarks:—
“Our members should realize that the 
great majority of the colleges and univer­
sities offer accounting instruction to their 
students in order that they may have a 
general knowledge of the subject. . . .  It 
would appear that there are thousands of 
young people acquiring a fundamental 
training in accounting for use in general 
business where there are tens or perhaps 
hundreds preparing for a professional 
career.”14 An editorial,15 previously referred 
to, states that not more than 5% of the 
students of accountancy will become ac­
credited practitioners.
The old biblical adage that “many are 
called but few are chosen” seems to apply 
to accounting careers as well as others.
If collegiate accountancy courses do not 
adequately prepare those who seek to enter 
the profession, the above facts should be 
borne in mind. Universities should not be 
too severely criticized for their failure to 
sidetrack undesirables and misfits. Mem­
bers of the profession should cooperate by 
eliminating present practices and methods 
which permit haphazard entrance into it.16
In preparation for a career of account­
ancy, consideration must be given to the 
problem of what courses should be taught. 
Who is to be the judge? What is to be 
emphasized? Make a survey of the C. P.
A. examinations. Examine text books and 
college accountancy courses, study the 
problems arising in tax cases, analyze your 
literature and glance over the question­
naire of 322 items sent to a selected group 
of accountants with the request that they 
be classified as to whether they were essen­
14Certified Public Accountant, September 1929.
15American Accountant, December 1932.
16Cf., Chester F. Lay, Op. C it
tial, desirable or immaterial from an ac­
countancy education standpoint.17 Then, 
and then only, answer the questions of 
what should be taught, how it should be 
taught and to whom it should be taught. 
It is believed that if you make such a sur­
vey you will be more sympathetic and 
tolerant in future critcism of educational 
institutions.
The fact should not be overlooked that 
there are many certified accountants em­
ployed in the teaching profession. They 
have a wholesome appreciation of the prob­
lems arising in the everyday accounting 
world. Their task is made difficult by the 
lack of standardization of professional re­
quirements. There is no unanimity of 
opinion on fundamental problems and the 
profession and its literature suffer from a 
lack of uniform terminology. What is 
sound accounting theory and practice is an 
individual rather than a group concept.
“The philosophy of professional train­
ing still is to be written, and until it is 
written and accepted the schools will have 
to experiment, to determine each for it­
self, which plan best meets the conditions 
under which it is operating.”18 
W h a t  i s  B e i n g  D o n e  to  I m p r o v e  t h e  
S it u a t i o n
The year books of the American Insti­
tute of Accountants contain, with few ex­
ceptions, the reports of the Committees on 
Education up to 1926. No year book re­
ports of the Educational Committees of the 
Institute have been published from 1926 
to date. The reports of the Committees on 
Education of The American Society of 
Certified Public Accountants contain sum­
maries of the surveys of the cooperative 
educational work of the state societies. No 
Committee reports were published the last 
three years.
Professor Elwell, C. P. A., in an article 
on Accounting Education, states that in 
his opinion the profession has not done 
anywhere near what it might do to assist in 
improving the situation—that many prac­
titioners speaking before university classes 
underestimate the knowledge possessed by 
the class, thereby losing prestige in the 
eyes of the students.19
17Dr. Isaacs, Op. Cit., Page 135-140.
18Dr. Isaacs, Op. Cit., Page 90.
19Certified Public Accountant, January 1934,
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While many firms on their own initiative 
are attempting to solve some of these edu­
cational difficulties, a concerted effort 
should be made by the profession in gen­
eral, and it is with this thought in mind 
that your Committee is submitting to the 
Philadelphia Chapter of the Pennsylvania 
Institute of Certified Public Accountants 
a program which it is hoped will be seri­
ously considered.
S u g g e s t io n s  fo r  a n  E d u c a t io n a l  P ro­
g r a m .
It is exceedingly difficult to formulate 
an educational program for the present and 
incoming members of the profession. This 
is partly due to lack of standards within 
the profession itself and to the fact that 
the Certified Accountants and teachers 
of accountancy have built up individual 
standards for practice and for teaching, 
an inevitable result of the lack of group 
standards. Terminology, audit procedure, 
reports, forms of statements, valuation 
methods, etc. are not looked upon as group 
problems but as individual problems. 
While this may be desirable, it unfortu­
nately results in misunderstandings and 
sometimes unwarranted criticism.
Your Committee believes that this Chap­
ter should have definite educational objec­
tives. These objectives should have as 
their ultimate goal the strengthening of the 
professional fraternity in the eyes of busi­
ness men and the general public. In build­
ing the edifice of educational desiderata, 
the following should be considered:—
1. The development and improvement 
and carrying out of an educational policy 
cannot be secured under a plan of com­
mittee appointments involving yearly or 
bi-yearly changes. It is therefore suggested 
that a nucleus of old members of the 
committee be reappointed in order that the 
work may be carried on as planned. This 
suggestion should be applied to member­
ship in other standing committees.
2. The continued education of the mem­
bers themselves and methods of accom­
plishment. A committee might for instance 
prepare for distribution from time to time 
lists of authoritative magazine articles, 
pamphlets, books in accounting and allied 
fields which should be perused by the 
members.
3. The selection and education of ju­
niors. A satisfactory plan for the selection 
of juniors entering accounting offices 
should be developed. It is exceedingly im­
portant that this be done. It should be 
realized that haphazard selections and hap­
hazard methods of training juniors are 
extremely costly in the long run. While 
formal collegiate education will not elimi­
nate the necessity for practical experience 
it should shorten the time required to en­
able one to become a “practical” account­
ant. The profession has an obligation to 
absorb those qualified for admission and 
must give them an adequate training. 
Therefore standards for the admission and 
subsequent training of juniors should be 
developed if the profession hopes to live, 
to advance and to enjoy the respect and 
confidence of the business world.
4. It is believed that the professional 
accountants can render a worthwhile serv­
ice to themselves by cooperating more 
closely with educational institutions. What 
accounting should be taught and what em­
phasis should be placed on the various 
phases of the work? Should specialized 
courses such as cost accounting, auditing, 
income tax, etc. have a place in account­
ing curricula, or is it more desirable to 
teach the fundamentals and to attempt to 
develop analytical ability?20 If accountants 
know what qualifications they want their 
juniors to possess why not tell the uni­
versities and colleges.
5. Is it not about time that the business 
men and the public were given an inkling 
as to the services which accountants are 
prepared to render to them? Cannot the 
group, as a group, do honorably some of 
those things which it prohibits the indi­
vidual members from doing? Will the in­
dividual lose caste and standing if the 
group, for instance, advertises on behalf 
of its members?
6 . It is suggested that the Committee 
Reports of this Chapter, other Chapters 
also, be printed as part of the Spokesman 
at the close of the year. Your Education 
Committee believes these reports should 
be made available to all the members in 
order that they may be well informed re-
20Cf. Dr. Isaacs, Op. Cit.—Passim.
( Continued on page 549)
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R e g u l a t i o n  o f  C o r p o r a t e  P r a c t i c e s
by H e r m a n  H e r w o o d , C.P.A., New York
UNDER the leadership of William Ewart Gladstone, then the young 
President of the Board of Trade, the Se­
lect Committee on Joint Stock Companies 
in its report in 1844, made the following 
observation:
“Periodical accounts, if honestly made 
and fairly audited, cannot fail to excite 
attention to the real state of a concern; 
and by means of improved remedies, 
parties to mismanagement may be made 
more amenable for acts of fraud and ille­
gality.” While the Companies Act of 
1844 was shallow, it was nevertheless a 
notable beginning in the control and regu­
lation of corporate practices.
With the further growth of corporate 
enterprise, came the demand for increased 
governmental supervision. The Companies 
Act of 1862 was followed by progressive 
legislative enactments in 1867, 1908, 1913, 
1917 and 1928. The Companies Act of 
1929 consolidated prior legislation and at 
the present time with the appointment of 
auditors vested in stockholders, financial 
statements have more significance. The 
auditor being responsible to the complete 
corporate group and having full access 
to all records, is in a position to adequate­
ly set forth the facts as he finds them.
In the United States, the New York 
State Life Insurance Commission of 1910 
under the direction of Mr., now Chief 
Justice, Hughes exposed the then dominat­
ing and deleterious forces in the insurance 
business. A few years later, Mr., now As­
sociate Justice, Brandeis made a penetrating 
and scorching indictment of the ruling 
“money gods.” Professor William Z. Rip­
ley, of Harvard University, in his book 
“Main Street and Wall Street,” brilliantly 
diagnosed the unhealthy development of il­
legitimate big business practices, when he 
stressed the absence of uniform and fair 
corporate laws. Competition among the 
48 states for corporate business brought 
with it lax and careless control. Federal 
control of corporations is still in the 
offing, but some of the remedies sug­
gested by Professor Ripley in the Decem­
ber, 1926 issue of World’s Work are per­
tinent today. He proposed th a t:
1. Stockholders’ committees should be 
appointed, empowered with the duty 
of conducting independent audits of 
accounts.
2. The Federal Trade Commission, or 
some other prominent governmental 
agency, should have jurisdiction over 
all such matters, so far as interstate 
commerce is concerned.
The speculative carnival of 1927, 1928 
and 1929 obscured the growing cleavage 
between stockholders and managers of cor­
porations. We were on a new plateau of 
values and all was well. With the burst­
ing of the bubble came a closer scrutiny of 
balance sheets and corporate practices. 
Unlike the informative statements issued 
by the United States Steel Corporation, 
the General Motors Company and others, 
many financial reports were of little value. 
The reports as published were honey­
combed with irrelevant matter, completely 
camouflaging their true purport. They 
were useless because:
1. They lacked uniformity and consist­
ency.
2. Detailed balance sheets were not 
presented.
3. If income accounts were included, 
their condensation made them 
puerile.
4. The balance sheets were faulty be­
cause current and fixed assets were 
dishonestly grouped and treated. 
The methods employed in evaluating 
reserves were not revealed.
5. Investments were not explained.
6 . The methods of inventory valuation 
were not stated.
7. Stockholders were not informed as 
to the methods used in valuing capi­
tal assets.
8 . Surplus accounts were inadequately 
presented and were used as focal 
points of manipulation.
9. Intangible assets were combined 
with capital assets.
10. Where statements were consolidated.
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there was an absence of disclosure 
of information pertaining to subsid­
iary companies.
Recognizing these evils, the New York 
Stock Exchange of January 6 , 1933, in­
creased its demand for more potent data, 
by announcing “that all listing applications 
from corporations after July 1, 1936, must 
contain the certificate of independent pub­
lic accountants, qualified under the laws 
of some State or country, certifying to the 
correctness of the balance sheet, income 
statement and surplus statement for the 
most recent fiscal year. In general, the 
audit or audits must cover all subsidiaries, 
and the scope of the audit must be not 
less than that indicated in a pamphlet en­
titled ‘Verification of Financial State­
ments’ issued by the Federal Reserve 
Board in May, 1929. All applications must 
include an agreement to the effect that fu­
ture annual reports published or sent to 
stockholders will be similarly audited and 
accompanied by a similar certificate.”
While the efforts of the New York 
Stock Exchange were praiseworthy, weak 
and archaic State corporate laws and im­
potent blue sky laws contributed in mak­
ing the position of the investor precarious. 
Inherent weakness in the multiplicity of 
State laws and the need for Federal con­
trol led to the passage of the Federal Se­
curities Act, which was signed by the 
President on May 27, 1933. This act re­
quires that every corporation or other en­
tity, offering its securities to the public in 
interstate commerce, must file with the 
Federal Trade Commission a registration 
statement, supported by definite documents 
and details concerning the financial state­
ments of the company.
The law requires that the registration 
statement contain balance sheets and profit 
and loss statements certified by an inde­
pendent public or certified accountant. The 
required financial statements are detailed 
in character and contain information rarely 
available in the published reports of cor­
porations. In its regulations issued in
1933, the Federal Trade Commission, in 
effect, provided for basic classification of 
accounts. After September 1, 1934, the 
administration of the Federal Securities 
Act will be transferred to the Securities 
and Exchange Commission. This is in ac­
cordance with the amendments to the Se­
curities Act of 1933 as contained in title
II of the Securities Exchange Act of
1934.
The Securities Exchange Act of 1934, as 
signed by the President on June 6, 1934, 
is concerned not only with the regulation 
of stock exchange practices but in addi­
tion affects all companies which desire to 
have their securities listed upon a national 
exchange. It does so by requiring them to 
file an application with the exchange and 
filing with the Securities and Exchange 
Commission such duplicate originals as it 
may require. This application must em­
body the following among other infor­
mation :
1. The organization, financial structure 
and nature of the business.
2. Balance sheets for not more than the 
three preceding fiscal years, certified 
if required by the rules and regula­
tions of the Commission by inde­
pendent public accountants.
3. Profit and loss statements for not 
more than the three preceding fiscal 
years, certified if required by the 
rules and regulations of the Commis­
sion by independent public account­
ants.
4. Any further financial statements 
which the Commission may deem 
necessary or appropriate for the pro­
tection of investors.
After registration has been effected, 
every issuer of a security registered on a 
national securities exchange will be com­
pelled to file with the exchange and the 
Commission further information. This 
will include:
1. Such information and documents as 
the Commission may require to 
keep reasonably current the informa­
tion and documents previously filed.
2. Annual reports, certified if required 
by the rules and regulations of the 
Commission by independent public 
accountants. In addition, quarterly 
reports may be required.
Section 13(b) gives the Commission the 
following power in prescribing the form 
and method of preparing reports:
“The Commission may prescribe, in
regard to reports made pursuant to this
title the form or forms in which the.
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required information shall be set forth, 
the items or details to be shown in the 
balance sheet and the earning statement, 
and the methods to be followed in the 
preparation of reports, in the appraisal 
or valuation of assets and liabilities, in 
the determination of depreciation and 
depletion, in the differentiation of recur­
ring and nonrecurring income, in the 
differentiation of investment and operat­
ing income, and in the preparation, 
where the Commission deems it neces­
sary or desirable, of separate and/or 
consolidated balance sheets or income 
accounts of any person directly or indi­
rectly controlling or controlled by the 
issuer, or any person under direct or 
indirect common control with the is­
suer.”
Sections 18, 20 and 32 provide for both 
civil and criminal liability for damages
caused by material false statements. This 
liability shall extend to any person who re­
lying on such statements purchased or sold 
securities at a price which was based on 
such statement and was damaged thereby. 
The person sued may prove that he acted 
in good faith and has no knowledge of the 
statements being false or misleading. 
Criminal liability is limited to a fine of 
$1 0 ,0 0 0 .0 0  or imprisonment for not more 
than two years or both.
With the enactment of the Securities 
Exchange Act of 1934, unfair advantages 
of insiders will be lessened and the quoted 
prices of securities on national exchanges 
will be devoid of unhealthy gyrations. 
With a more humane consideration of the 
rights of investors a resurgence of confi­
dence in corporations and their managers 
will follow.
S o m e  E c o n o m i c  A s p e c t s  o f  P r o f i t s
by S a m u e l  E. F r ie d m a n , C.P.A., Seattle, Washington
TO the Certified Public Accountant, the term or word “profits” in the usual 
course of his professional pursuits, has but 
one meaning, although its significance to 
him may vary directly or inversely with 
the particular objective sought in the spe­
cific engagement.
In the economic sense, however, the 
word “profits” is a more inclusive term 
representing the several elements compris­
ing it. The elements usually considered are 
interest on capital invested, wages for 
management and organization, remunera­
tion for undertaking risk and responsibil­
ity of production, and revenue that can be 
derived from restricted competition. The 
profits of a firm may be comprised of one 
or two of the forementioned elements, or 
it may consist of all of them depending 
upon the financial organization of the firm.
In the case of a firm carrying on its 
functions with borrowed capital, the inter­
est on the loans will be an expense, and 
hence, form no part of profit. With the 
firm working on its own invested capital, 
interest on capital will form a large part 
of the profits. Interest on bonds is treated
as an expense in the case of a corporation. 
Dividends, however, which are a part of 
profits on stock, is composed of both of 
the elements of interest and “pure profits.” 
“Pure profit” is the difference between 
what the capital invested would have re­
ceived if lent to the company, and what it 
actually did receive upon being invested in 
the particular business. If the prevailing 
interest rate is seven per cent, and the divi­
dend return is ten per cent, then three per 
cent difference is actually the “Pure profit” 
element, the reward and compensation for 
the risk and responsibility of production 
assumed by the particular firm. This pay­
ment for risk-bearing and the revenue de­
rived from restrictions on competition can­
not be easily distinguished from the other 
elements in the revenue of a business and 
are always drawn by the owners of the 
business as profits.
In the case of an individually owned 
business, the entrepreneur does not usually 
pay himself specific wages, but his remu­
neration for management comes out of the 
general profit of the business. Manage­
ment salaries of a corporation, however,
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are regarded as an expense so that it forms 
no part of profits.
Profits may be affected by economic 
transition. The value of money itself may 
change, and as a concomitant result 
changes in money prices of commodities 
take place as we have seen happen in re­
cent years. W ith the fall in the value of 
money there was a general rise of prices. 
These situations have given rise to the 
question as to how far such trends influ­
ence all shares in distribution and especial­
ly profits. To the accountant and average 
layman, a rise or fall in prices would ap­
pear to affect profits and quite naturally so. 
If an individual has paid $60,000.00 for 
merchandise and because of a general fall 
in prices of all commodities, the value of 
the same merchandise declines to $30,000.­
0 0 , how can anyone deny that the merchant 
suffers a $30,000.00 loss. According to the 
economist, however, no matter how plausi­
ble this line of reasoning may be, the state­
ment is erroneous and the theory fallaci­
ous. A general fall of 50% in the price of 
commodities, raises the buying power or 
intrinsic quantitative value of $30,000.00 to 
the same level as that of the former $60,­
000.00. As the commodity quantity pur­
chasable by either sum of money remain 
the same, if no other factors are involved, 
the merchant neither gains nor loses as a 
result of the general fall in prices. Hence, 
a fall in prices does not mean a fall in 
profits, per se.
The above exposition was made on the 
basis that no other factors were involved. 
In actuality, however, many factors make 
their influence felt in the economic situa­
tion. Business is usually carried on with a 
variable amount of borrowed money, but 
the same sum borrowed must be repaid 
regardless of the rise or fall in the value 
of money. Taking our previous example, if 
the business had borrowed $60,000.00 and 
prices had consequently fallen generally 
one-third, then the merchandise possessed 
would be worth only $40,000.00, although 
the debt would remain constant at $60,­
000.00. Hence the merchant in order to 
clear his debt, would have to acquire as 
much merchandise at the lower price as 
would pay off his debt based on a previous 
price level. Upon the above basis it would 
take $90,000.00 of new merchandise to
equal $60,000.00 of the old, and thus it 
follows that in an economic sense, the mer­
chant has suffered a loss of $30,000.00 
(the difference between $90,000.00 and 
$60,000.00) not $2 0 ,0 0 0 .0 0  (the difference 
between $60,000.00 and $40,000.00). It can 
therefore be seen that if working on bor­
rowed money, a change in the value of 
money causes an inverse change in profits. 
If money rises in value (commodity prices 
down) there is a proportionate loss and 
if monetary values fall (commodity prices 
up) there is a proportionate gain. It is upon 
this latter factor that the present adminis­
tration at Washington, D. C., is basing its 
wide frontal attack on our economic depres­
sion.
Another element affecting profits is the 
law of diminishing returns. By this is 
meant that at some stage in the process of 
production, the use of additional units of 
production (land, labor, capital) will bring 
less returns proportionately than those units 
of productivity already functioning. That 
stage in the process is called the marginal 
point of profitable productivity, and the 
point of diminishing returns. For example, 
the products obtained from the tillage of 
three acres of land are sold at a profit of 
$150.00. However, the expense of tilling a 
fourth acre and caring for the crops of all 
four acres may bring a proportionately less 
return than did the three acres. Hence, the 
fourth acre is in the stage of diminishing 
returns. Furthermore, it may be that even 
though the cultivation of the fourth acre 
costs no more, or but little more than three, 
the products of all four acres causes an 
oversupply on the markets and will there­
fore bring far less than would products of 
only three acres. It is precisely this latter 
development which has been so forceful a 
factor amongst those causing our depres­
sion. We had used profits, savings, and 
other items of accumulated capital to ex­
pand our means of production, to increase 
our productive efficiency by technical im­
provement and mechanization. Had we 
been intelligent enough to have done so 
only up to the point of diminishing returns 
we might have avoided the disaster that be­
fell us. We carried out our expanding and 
increasing productivity far beyond the 
point of “Vendability,” and marginal profit
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and when we suddenly and pointedly were 
made to realize this, curtailment back to the 
point of diminishing returns was the only 
possible course, even though doing so 
meant cessation of abnormal industrial ac­
tivity, unemployment, and general derange­
ment of our scheme of financial order. 
Thus it came to be that we had an over­
supply of commodities in a country where­
in privation walked the length and breadth 
of the land. Unless we rationalize the in­
trinsic nature of the matter from an eco­
nomic standpoint, we may be drawn to 
erroneous and unwholesome conclusions. 
The burning of corn, the plowing under of 
cotton, the slaughtering of hogs, the con­
trol of production, etc. all have their basis 
in that grim, inexorable law of diminish­
ing returns. We must fully understand and 
appreciate that profit and profit alone is 
sole criterion and motive of our present 
system of producing goods. We must un­
derstand too, that these accumulated profits 
seek reinvestment in industry which con­
sequently must result in further and 
further expansion of industry until that 
point is reached, where the goods produced 
by such increased facilities bring less
profits than would a smaller output pro­
duced by a lesser amount of invested capi­
tal. When that danger point is passed by 
with absolute and total disregard, then the 
machinery of economics begins to function 
in a manner that results in extremely cost­
ly retribution for disobedience of the law.
While of course our foregoing discus­
sion has been largely academic, neverthe­
less it would be well for Certified Public 
Accountants to give time for thought and 
study of the economic factors of produc­
tion, consumption, and distribution, be­
cause regardless of the merits or demerits 
of being “Braintrusters,” business men 
everywhere are giving more heed to com­
prehensive and analytical discussions of va­
rious matters from a general economic 
viewpoint. The trend is for the American 
business man to become “Economic Con­
scious,” events, conditions and government­
al policies are forcing him so to be.
This means that inevitably the C.P.A.’s 
knowledge of the fundamentals will be 
weighed as time goes on, and if he is to 
maintain his professional standing, it 
definitely behooves him not to be found 
wanting because of “Economic Illiteracy.”
N a t i o n a l  R e c o v e r y  A d m i n i s t r a t i o n
TRADE ASSOCIATION is a 
voluntary organization of business 
men joined together for the development 
of their particular industry. The Trade 
Association undertakes those activities 
which may be more economically or effec­
tively handled than if done by the indi­
vidual member. The purpose of this joint 
action is for the benefit of the industry as 
a whole, therefore of benefit to the indi­
vidual members as members.
Thus a Trade Association is responsi­
ble solely to its membership, and should 
operate in accordance with the law. It 
should have due regard for the relation-
A pronouncement by the Chief of the Public 
Relations Department of the N. R. A., of in­
terest to accountants because of their relation­
ship to both Trade Associations and Code 
Authorities.
ship between its members as well as the 
relationship between its industry and other 
industries.
The responsibility of its board of direc­
tors is not unlike that of trustees of the 
good name of the association.
Membership in a Trade Association, 
and financial contributions to its activities 
are voluntary.
Trade Associations were in existence 
before the National Recovery Act and 
have made a large contribution to making 
self government in industry a practical, 
workable thing.
Code A uthorities:
A Code Authority is an agency of 
limited powers and functions established 
under the authority of the National Indus­
trial Recovery Act and by the code which 
it administers. Membership thereon is a 
public trust and is aided and safe-guarded
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by governmental sanction and supervision. 
Its chief function is to plan for the indus­
try and insure equitable administration of, 
and compliance with, the Code of Fair 
Competition. The functions of a Code 
Authority as such do not extend beyond 
the scope of the code.
A Code Authority is an entity, sepa­
rate and distinct from a Trade Associa­
tion and its governing body, even though, 
so far as industry representation thereon 
is concerned, may have the same personnel.
A Code Authority should include 
equitable representation of all substantial 
groups within the industry, selected in a 
manner and by a method which affords 
all participating trade groups and associa­
tions, as well as non-members of such 
groups and associations, an opportunity 
for equitable representation thereon.
The members of the governing board 
of the truly representative trade or indus­
trial associations are eligible for selection 
as the industry members of the code au­
thority and the industry members of the 
code authority may be selected from the 
membership of such associations. In every 
case representation for small enterprises 
should be provided. Appeal may be made 
directly to the Administrator if there is 
failure to provide such representation.
The Code Committee through the rep­
resentative trade associations or other 
groups which submitted the Code of Fair 
Competition, should take the initiative in 
setting up the machinery for the selection 
of industry members of the Code Author­
ity upon approval of the Code. The most 
effective Code Authorities make the great­
est use of the available facilities of their 
trade associations, though not duplicating 
facilities for necessary services (such as, 
statistics, accounting, investigation, publi­
cation, standards, grades, etc. etc.) where 
they are available in the records of the 
trade associations.
Provisions may be made in the by-laws 
of the Code Authority for the utilization 
of the facilities and personnel of a trade 
association, and the Code Authority may 
pay for the cost of using such facilities 
for code activities.
In any such case the trade association 
should be under such regulations and sub­
ject to such supervision as to insure fair
and effective code administration, and 
avoid discrimination and the appearance 
of discrimination against non-members of 
the association.
The secretary of a trade association 
may also be the secretary of the code 
authority providing he is able to do so 
without inconvenience. His duties are 
separate and distinct and should be kept 
so. In carrying out his functions as 
secretary of the Code Authority he is 
solely responsible to the Code Authority. 
In functioning as an association secretary 
he is solely responsible to the association. 
A paid employee or organization under 
the Code Authority or of a trade associa­
tion, may be designated as the statistical 
agency for the Code Authority if the Code 
Authority takes the necessary steps to in­
sure his impartiality.
Code Authorities may not use funds 
collected from members for the promotion 
of the industry. Such monies raised as 
contributions to the Code Authorities are 
to be expended solely in the administering 
of the code.
Funds collected by the trade associa­
tion may be used to promote the industry, 
as an example, the trade association may 
with the consent of its members advertise, 
or otherwise promote an interest in new 
styles or models, or engage in any other 
activity for the benefit of the trade as a 
whole.
This latter activity is denied the Code 
Authority for the reason that the functions 
of the two groups are not identical.
Industries operating under a code may 
rightfully complain to the Administration 
when they have evidence that assessments 
for code purposes are being employed 
along trade association lines.
Education Report
( Continued from  page 543)
garding the thoughts and hopes and aspi­
rations of many of their fellow practi­
tioners.
In concluding this report your Commit­
tee hopes that it has to some extent con­
vinced the members of this organization 
that there is much to do along educational 
lines before the word “finis” can be ap­
pended to the end of the chapter.
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Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E d ito r , W . T . S u n le y ,  C .P .A ., Educational Director 
International Accountants Society, Inc.
Solution to Problem 8  of November, 1933, Examination Service of The Ameri­
can Society of Certified Public Accountants, published on page 51 of the January,
1934, issue.
In beginning his work on this problem the C.P.A. candidate should prepare a 
schedule to show the amount of discount which would have been amortized at the 
end of each year if the purchase and sale transactions had not taken place. Such 
a schedule based on the “bonds-outstanding” method, as specified in the problem 
would be as follows:
Discount
Bonds Outstanding and Expense
outstanding bonds ÷  total to be
Year during year bonds Amortized
1931 $25,000 25/75 $ 653.62
1932 2 0 ,0 0 0 20/75 522.90
1933 15,000 15/75 392.17
1934 1 0 ,0 0 0 10/75 261.45
1935 5,000 5/75 130.73
Totals $75,000 75/75 $1,960.87
On this basis the amount of discount and expense applicable to the year 1933 
is $392.17; but this figure is modified by the unamortized discount involved in the 
purchase and the additional discount on the re-sale of certain of these bonds.
The amount of the unamortized discount and expense on the bonds pur­
chased may be calculated by taking that proportion of the discount which was to 
be amortized that the amounts repurchased bear to the amounts originally out­
standing. Due regard must be given to the fact that the purchase was made on 
June 30, 1933, and not on January 1 of that year.















and Expense applicable 





The unamortized discount and expense on bonds purchased, $117.65, becomes 
a charge against the year 1933, the year in which the bonds are purchased.
The annual charge-off for each year is reduced by the amount of unamortized 
discount and expense applicable to bonds purchased in accordance with the fore­
going schedule.
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Therefore the bond discount and expense for 1933 as shown on the original 
schedule is decreased by $49.68.
The charges and credits up to this point may be summarized thus:
Bond Discount and Expense, 1933
As originally scheduled............................................................  $392.17
Portion applicable to bonds purchased..................................  49.68
$342.49
Unamortized Discount and Expense on Bonds Purchased. . 117.65
$460.14
The next step is the calculation of that part of the discount on the bonds sold 
September 1, 1933, which is properly chargeable against 1933. These bonds are 
due January 1, 1935, and therefore will be outstanding 11/3 years—one-third of a 
year in 1933 and one year in 1934. Spreading the discount over this period will 
result in a charge of $100 for 1933 (one-third of a year) and a charge of $300 
for 1934.
Adding this charge of $100 to the 1933 discount and expense will make a 
total of $560.14, which may be presented in statement form as follows:
A pex  M ills














$75,000.00 75/75 $1,960.87 $117.65 $117.65 $400.00 $2,360.87
This schedule shows the total amount to be charged off to be the original bond 
discount and expense, $1,960.87 plus the discount on the bonds resold, $400.00, 
which is $2,360.87.
SEASONABLE FELICITATIONS 
A Northwestern University student who 
reached an examination question, “What 
causes a depression?” wrote, “God knows! 
I don’t! Merry Christmas!”
When the examination paper came back 
he found the professor’s notation, “God gets 
100. You get zero. Happy New Year!”
A QUESTION OF DISTANCE  
Prof: “Jones, how far were you from 
the answer to the second question?”
Jones: “About five seats.”
“When a man has not a good reason 
for doing a thing, he has one good reason 


































































































































































1931 $25,000.00 25/75 $653.62
1932 20,000.00 20/75 522.90
1933 15,000.00 15/75 392.17
1934 10,000.00 10/75 261.45
1935 5,000.00 5/75 130.73
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T A L K I N G  S H O P
A D e p a r t m e n t  C o n d u c t e d  b y  L e w is  G l u i c k , C.P.A.
M aybe the ram bling discursive rem arks 
we are about to make will not please you. 
O n the o ther hand they may be like the 
first shop talk we ever w rote. W e’ve told 
the story of th a t m any times, but never 
in print, so here goes.
W e had agreed to give M r. Springer 
six articles in 1928. The first five were 
published in due course. B ut when the 
tim e fo r the sixth came around we were 
very b u sy ; and all we had was a lot of 
ill-assorted notes. They were all good 
stuff, bu t they w ere not of the coherence 
tha t makes a good technical article. 
N evertheless, w e’d never been late with 
our articles, and we d idn’t propose to be 
then. So we sat down and  strung  the 
anecdotes, etc., together on the thin string 
of “W hat do C. P . A ’s talk about” and 
sent it in as an  article on T A L K IN G  
S H O P . To our surprise it was printed. 
I t  m et w ith an enthusiastic reception. So 
m uch so, th a t a few m onths later the 
directors voted to m ake such shop talk a  
regular feature. A nd that, children, is how 
little P eter Rabbit got his funny pink 
ears.
A m ong the men we hope to see next 
m onth at the annual m eeting is one whom 
for the time being we w on’t name. B ut 
he was m uch horrified a t a  suggestion we 
m ade th a t slang, while not to be en­
couraged, m ight properly be used in an 
audit report. H e also thought some of 
our report punctuation was queer. W ell, 
to  the extent th a t it did not live up to the 
strict rules of the dictionaries, he is right. 
B ut to the extent tha t it emphasized 
phrases, etc., we don’t agree. T he trouble 
w ith too m any audit reports is that they 
are too coldly im personal; too utterly  pre­
cise to hold the reader’s attention. Bad 
gram m ar is never to  be countenanced; but 
slang may be gram m atical; and, if we 
rem em ber our Latin  correctly, the Romans 
had no system of punctuation, yet Julius
Caesar and Cicero did some pretty  to ler­
able w riting which can still serve as 
example of prose style. I f  the present 
tenant of the W hite H ouse has done noth­
ing else, he has sanctified the use of 
“chisel” in its non-hardw are sense.
O ne of the pleasant incidents of our 
W ashington w ork was m eeting O rton 
Boyd again. W e spent several hours 
yarning about ou r friends and doings in 
F lorida and Ohio. O rton, in case you don’t 
know him, is the m an who helps H erb  
T aggart ru n  the N . R. A . ; o r at least the 
cost accounting section thereof.
Comments about A nthony A dverse  con­
tinue to reach us. W e are still try ing  to 
get an  interview w ith H ervey Allen, so 
th a t we can find out details of how he 
acquired his deep knowledge of the 
philosophy of accounting. Incidentally, 
have you been reading his articles in the 
N. Y. Evenin g P o s t?
W e have ju st made the acquaintance of 
T H E  S T A T E , a weekly published in 
Raleigh, N. C. W e quote from  its issue 
of A ugust 11. W e heartily concur.
“A  S O R T  O F  F A L S E  M O D E S T Y
A  large num ber of people probably have 
been impressed by the fact tha t m any 
publications apparently have a  pronounced 
aversion to m entioning the names of 
various products and commodities in their 
news columns.
F o r instance, you probably have read 
w here So-and-so, ju s t before he started  
fo r home, stopped at a store and enjoyed 
a soft drink. O r, that the coroner found 
out tha t M r. Somebody-else was attired  in 
a suit which bore the label of a local 
clothing concern. O r, th a t the missing 
m an was driving a certain low-priced au to­
mobile.
Somehow or other, those tactics never 
have appealed to  us, and we have deliber­
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ately tried  to get away from  them. W e 
see no reason in the w orld why we 
shouldn’t say th a t the man was drinking 
a Coca-Cola, o r that the o ther chap was 
dressed in a Cross and L inehan suit, o r 
that the th ird  fellow was driving a F ord
All during the sum m er we were getting 
people’s goats by saying “Ju st about” or 
“not quite” when they’d ask us if it was 
hot enough. They tried  to tell us that 
W ashington was the hottest place in the 
country outside of Death V alley ; and we 
knew differently. Finally a faith fu l K ansas 
City subscriber w rote us about the hundred 
degree tem peratures prevailing out there. 
There is nothing like the w ritten  w ord to 
stop argum ents.
M orley W olfe had quite an article in the 
New Y ork Tim es  on A ugust 12; and 
Charles H urdm an  had one in the P ost the 
next evening.
W hen we wrote recently about the way 
accountants grow l about things but w on’t 
take the tim e or trouble to  w rite a real 
complaint, we did not think th a t they were 
unique in that respect; m erely worse than 
others. As fo r example, governm ent 
clerks. In  one departm ent the cafeteria 
is notably inefficient. Y et the official under 
whose direction it is run  claims th a t he 
receives less than one com plaint a month, 
and that a trivial one. One clerk told us 
tha t the few complaints w ere due to the 
indirect disciplining which befell one man 
who had the tem erity to make a big kick. 
B ut th a t only brings us back to our 
original premise. I f  enough people care 
enough to  kick enough, they’ll get action 
w ithout reaction. B ut the lone kicker 
rarely gets very far. Look at B o ra h !
Movies we have enjoyed lately are W ill 
Rogers in H andy A n d y  and H ere Comes 
the N avy. Com m ander F ife  let us in on 
some of the cam era stunts that were done 
in photographing both of them , a fter  we 
had seen them. I f  w e’d know n about 
them  before, some of the thrills w ould 
have been absent.
T A X E S
W ith the kind assistance of Ben Grice 
of W ashington, D. C., we are able to pre­
sent a few  tax  comments. O ur profession 
has done unusually well in recent B. T . A. 
cases. H . L. Scott got a very nice Rule 50 
for M oore of the State of W ashington 
(30 B T A  No. 184). R. R ogers did as well 
for W oodw ard & Langw orthy (30 B TA  
No. 186) w ith  three m embers dissenting in 
his favor besides. W m. C. K ottm ann was 
one of counsel for P a rk e r (30 B T A  No. 
187) getting a no deficiency judgm ent for 
two years and a rule 50 for four others. 
O scar Moss, acting alone for four con­
solidated dockets, got a clean-cut “decision 
will be entered for each petitioner,” than 
which no music is sweeter to a tax- 
accountant’s ears (30  B T A  No. 197). 
H enry B rach got a rule 50, coupled with 
a five m an dissent in the case of Vale (30 
B T A  No. 205).
The case of O. H . O liver (30 B T A  No. 
208) is quite im portant, fo r the board spe­
cifically overrules 22 B T A  910, and gives 
an interesting discussion of the first in, 
first out rule as applied to exchanges of 
shares of stock. Fam ily living trusts have 
long been a favorite device for reduction 
of estate and inheritance taxes. As we 
interpret the Rule 50 decision in the m atter 
of H andley (30 B T A  No. 193), they also 
may help reduce income taxes. W e’ll bet 
the commissioner announces a non-ac­
quiescence on this o n e ; also th a t Congress 
will be im portuned to do something about 
it.
T his Shop will be closed next m onth 
as usual fo r vacation and convention. W e 
hope you will all survive. P. S.— The 
receiving departm ent never closes. I f  you 
have anything to say, send it in.
IN D E X  T O  “T A L K IN G  S H O P ”
T he index below has been prepared by 
Sidney M arcus. I t  is like the report which 
the senior partner signs, although he’s 
never seen the sheet, the w ork having been 
done by a staff member, we assume full 
responsibility therefor.
T he first num ber indicates the month.
The second num ber indicates the year. 
T hus 8-34 indicates A ugust, 1934.
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N ote :— The asterisk (* ) is placed 
before items which are m entioned for the 
first time in this index. O ther items 
w ere listed in the Septem ber, 1933 index.
Accountant,’s office, 1-34.
F o u rth  In ternational Congress of 
— s, 3-34.
In ternational law fo r — s, 6-34. 
locating an, 6-34. 
in public affairs, 8-34.
*Accounting Review, 2-34, 5-34. 
Addresses, 1-34, 2-34.
A dventures, 8-34.
A dvertising, sundry, 8-34.
*A gricultural A djustm ent A dm inistration,
12-33.
A rbitration, 9-34.
Auditing, by corporations, 11-33.
a fishery company, 8-34.
*A uditors, rotation of, 7-34.
Bad Debt Reserves, 6-34.
Baseball, 12-33, 1-34, 2-34, 7-34.
Bible, 4-34.
*Boners, by students, 7-34, 8-34. 
Bookkeepers,
cooperating w ith the accountant,
3-34.
Bookstores, 1-34.
*Canadian Court o f A ppeal, 11-33.
(case on aud ito r’s liability)
*Card Playing, accountants at, 4-34.
*Cashier, theft by, 6-34.
C. P . A., unemployed, 7-34.
Christm as, 12-33.
Church, going to, 2-34.
Clients, tram p, 3-34.
hum oring, 8-34.
Clowns, 7-34.
Club, The A ccountants’, of America, 
1-34, 3-34.




*reading new spapers in, 8-34. 
Committees, auditing, 2-34.
*reception, of New Y ork State 
Society, 6-34.
*Complaints,
by C. P . A. candidates, 4-34. 
*Court, the accountant in, 7-34.




among company officials, 11-33. 
*D issertations,
by Doctors of Philosophy, 5-34. 
Economics, 11-33, 3-34.
Education, 3-34.
Em barrassm ents, 6-34.
*Embezzlement, cases of, 11-33.
disclosed by audit, 6-34.
E thics, 9-34.
E rro rs , typographic, 8-34.
Exam inations, C. P . A., 4-34.
*boners by students’, 7-34, 8-34. 




Fraud , cases of, 11-33, 2-34, 6-34.




H erald Tribune, N e w  Y ork, 11-33. 
H istory of Talking Shop, 11-33. 
Hospitals, 4-34, 8-34.
H um an In terest in T ax  Cases, 1-34, 3-34, 
4 -3 4 , 5-3 4 , 6 -3 4 , 7 -3 4 . 





Insurance, health— for accountants, 4-34.
*International A ffairs ( See Public A ffairs)
*International Congress of Accountants, 
Fourth , 3-34.




*Legislation, m onetary bill, 5-34. 
M achinery, 7-34.
M ilitary and N aval Science, 12-33, 7-34, 
8-34.
M oving P ictu re  Industry , 6-34.
Navy, 12-33, 4-34, 7-34, 8-34.
*New Deal, 11-33.
effect upon schools, 11-33. 
A gricultural A djustm ent A dm in­
istration, 12-33.
Federal Surplus Relief Corp., 
12-33.
N. R. A. and cost accounting,
3-34.
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tax  reports under, 4-34. 
radio speakers on the, 5-34. 
codes and the accountants’ work,
7-34.
News—Value of, 8-34.
New Y ork City,
*D epartm ent o f Finance, 4-34,
6-34.
*O bituaries,
Dean Joseph C. M yer, 5-34. 
Paper, analysis, 12-33.
P artners, 8-34.
P h i Beta Kappa, 1-34.
Philosophy, Doctors of, 5-34, 6-34. 
Poetry, 2-34, 8-34.
Post, New York Evening, 12-33, 1-34,
3-34.
Problem s,
on C. P . A. exam inations, 4-34. 
*Public Affairs, international, 4-34. 
*Rackets, of a public accountant, 11-33. 
Radio, 2-34, 5-34, 8-34.
*City, 4-34, 5-34.
Reading fo r P leasure, 11-33, 12-33, 4-34, 
5-34, 6-34, 7-34.
Realty, B .T.A ., 5-34.
accountants’ reports on, 8-34.
*the C .P .A .’s report in selling,
8-34.
*Recreation, for accountants, 4-34, 8-34. 
*Reports, by accounting societies, 2-34. 
*Reserve for Bad Debts, 6-34.
*Revenue A ct of 1934, 6-34.
*Rockefeller Radio Center, 4-34.
Rotation of auditors, 7-34.
Rules of the Shop, 2-34.
Schools, accounting for, 11-33.
*Securities Act, Federal, 6-34.
Shop Talkers, The, 11-33, 12-33, 2-34,
4-34, 5-34, 7-34, 8-34, 9-34.




*Speeches on accounting at, 
high schools, 6-34. 
state societies, 1-34, 2-34, 3-34,




F lorida Institu te  Bulletin, 3-34. 
complaints to, 7-34. 
plea of, 8-34,




Systems, 8-34. * for schools, 11-33.
T ax  cases, 12-33, 3-34, 4-34, 5-34, 6-34,
7-34, 8-34.
*Taxes, Federal, Form s on, 3-34, 4-34. 
T ax  services, 4-34.
Teachers, 3-34, 4-34.
Term inology, 2-34, 5-34.
T heatre, 4-34, 5-34.
Tim es, N e w  Y ork , 11-33, 1-34, 4-34, 6-34,
8-34.
*Trade journals, w riting for, 3-34. 
*Trustee, accounting for, 5-34.
*V ersatility, am bidexterity, 2-34.
*W age cuts, 12-33.
*W all Street, 1-34.
W ashington, City of, 8-34.
*W omen, judges, 3-34.
*W orking Capital, maintenance of, 4-34.
The A ugust 15 issue of the bulletin of 
the Bureau of Navigation, Naval Reserve, 
contains the following statement to which 
the attention of all readers affected there­
by, is called :
“A  Bill known as H . R. 7357 was passed 
in the H ouse at the last session of Con­
gress, but the Senate failed to act on it, 
which is of immense importance to lawyers 
and C. P . A ’s who belong to the Navy or 
M arine Corps Reserve. U nder a T reasury  
Decision, Section 109 of the Criminal 
Code was held to prohibit Reserve Officers 
from  practicing before the T reasury, even 
while in a totally inactive status. This Bill 
seeks to remedy this condition by granting 
to these attorneys the same right to prac­
tice as any other attorneys, provided they 
are not on active duty.”
The B ureau of Foreign and Domestic 
Commerce of the D epartm ent of Commerce 
has recently issued a set of charts called 
H igh  L ights of N R A , prepared by the 
M arketing Research and Service Division 
of the B ureau in cooperation w ith the 
A m erican T rade Association Executives. 
A ny inquiries raised by these charts will 
be answered by M r. C. Judkins, Chief of 
the T rade Association Section of the 
Bureau.
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C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s
May, 1934
P r a c t i c a l  A c c o u n t i n g
P R O B L E M  1:
Mono A rts, Inc., is a m anufacturing company which has controlled or owned 
from  their inception two subsidiary companies known as Duo A rts, Inc., and Trio 
A rts, Inc. Y ou are asked to prepare a consolidated balance sheet (supported by 
a w ork sheet) of the three companies, showing therein the consolidated net profit 
for the year.
The respective balance sheets of the three companies on December 31, 1933, 
w ere :
Assets
C a s h ..............................................................
Customers, n e t ...........................................
Inventories, at cost which is lower
than m arket ......................................
Investments—
Duo A rts, Inc., 10,000 s h a re s .. .  . 
T rio  A rts, Inc., 25,000 s h a r e s . . . .  
P lant, n e t ....................................................
Mono Duo Trio





1,250,000.00 •  • • • • •
391,983.75 768,453.24
Total ...................................................  $2,934,754.67 $493,404.27 $1,692,314.47
Liabilities
Vouchers payable .................................... $186,441.25   $275,945.82
Capital stock, 120,000 no-par shares
authorized and outstanding ...........  2,332,105.10   ................
Capital stock, 10,000 sh ares ....................  ...........
Capital stock, 30,000 sh a res ....................  ............
Paid-in surplus, from  sales of donated
s to c k .....................................................  ...........
E arned surplus—
Balance January  1, 1933..................  354,363.04






Total ........................... ........................  $2,934,754.67 $493,404.27 $1,692,314.47
* Red.
90 8 4 87
2,539.40
T h e  S e rv ice  o f  E x a m in a tio n  questions con duc te d  b y  T h e  A m e r ic a n  S o c ie ty  fu rn ish e s  
p ra c t ic a lly  tw ic e  as m a n y  questions in  T h e o ry , A u d it in g ,  C o m m e rc ia l L a w  an d  E cono m ics  
and P u b lic  F in ance  as c o u ld  be used b y  any S ta te  B o a rd  fo r  a fo u r -h o u r  e x a m in a tio n  p e rio d , 
an d  tw ic e  as m any p rob lem s in  P ra c t ic a l A c c o u n tin g  as w o u ld  be re q u ire d  f o r  tw o  e xa m in a ­
t io n  p e rio d s  o f  f o u r  to  five  h o u rs  each. A  B o a rd  u s in g  the  se rv ice  m akes its  o w n  selections  
and adds a n y  specia l questions o r  p ro b le m s  w h ic h  i t  desires. P a r t  o f  th e  p rob lem s in  P ra c tic a l 
A c c o u n tin g  fo l lo w .
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A t January  1, 1933, Mono A rts, Inc., owned 8,000 shares of Duo A rts , Inc., 
which it had acquired at the origin of the company at a cost o f $320,000.00. D ur­
ing 1933 it purchased at book value, as of January  1, 1933, the rem aining 2,000 
shares from  the estate of a deceased officer, in accordance w ith the term s of a 
certain contract. As at December 31, 1933, M ono A rts, Inc., had entered into 
an agreem ent w ith a new executive of Duo A rts, Inc., fo r the sale of 1,000 shares 
(o f the 2,000 shares acquired during the year) of the la tte r’s capital stock at par 
in exchange fo r the executive’s six-m onth note, although the entry covering the 
transaction has not yet been spread on the records.
The plant (land, buildings and equipm ent) owned by T rio  A rts, Inc., was 
acquired on January  1, 1930, from  Mono A rts, Inc., on the basis of a wholly 
arb itrary  valuation for both assets and reserve for depreciation pertaining thereto 
equal exactly to 50% m ore than the actual cost of the assets and the accumulated 
reserve on the books of M ono A rts, I n c .; on the books of the la tte r company, the 
write-up was credited to earned surplus. Since that date, the transactions affecting 
plant, including depreciation which has been computed on the basis of percentage 
rates believed to be fair, have been as fo llow s:
Land, Buildings
Particulars and Equipment
January  1, 1930, va lue ...............................................  $1,353,814.41
Depreciation, 1930 ........................................................  ...........
Depreciation, 1931 ........................................................  ...........
Retirem ents in 1931, sold for $10,500.00...........  *73,497.81
Depreciation, 1932 ............................................... .. ...........
Depreciation, 1933 ........................................................  ...........
Retirem ents in 1933, sold for $2,400.00................ *23,468.88
T o t a l s .....................................................................  $1,256,847.72
* Red.
On the books of Duo A rts, Inc., land, buildings and equipment appear at cost 
of $553,465.82 less accrued depreciation of $161,482.07.
The inventory cost of T rio  A rts, Inc., contained depreciation which had been 
included in cost of production, amounting at the beginning and the end of the 
year to $3,425.40 and $5,869.35, respectively. These same inventories contained 
items of $47,348.29 and $30,854.78, respectively, representing purchases from 
Mono A rts, Inc., which had been billed to Trio A rts, Inc., at cost plus 10%, which 
approximated market.
The customers’ receivables and the vouchers payable shown above include (a ) 
a loan of T rio  A rts, Inc., made during the year to Mono A rts, Inc., of $100,000.00 
and (b ) accrued interest thereon of $3,437.19.
There have been no changes in the issued capital-stock accounts since the 
incorporation of the three companies.
P R O B L E M  2 :
The bookkeeper-cashier of Borgia Industries, Inc., absconded, on the evening 
of M arch 28, 1934, apparently with a large portion of the company’s cash and 
has taken w ith him certain accounting records including the cashbook and the 
general ledger. You are called upon to ascertain, if possible, the shortage with 
which the missing employee may be charged. The shortage may be recoverable 
through insurance.
From  available subsidiary journals and ledgers and other data you obtain the 
following inform ation:
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Balances at close of business, M arch 28, 1934—
C ustom ers’ accounts ........................................ ........................................ $46,755.50
M erchandise creditors ............................................................................  20,730.27
O ther debtors or cred itors............... .  . ................................................. None
Cash in bank, less checks ou tstanding .................................................  9,883.43
Transactions January  1— M arch 28, 1934—
Sales, per receivables’ c lerk ...................................................................  587,617.48
Cash sales ................................................. .................................................None made
Sales allowances in custom ers’ accounts........................................... 1,833.63
Cash purchase of furniture, per invoice........................................... 300.00
Depreciation provision— 3 m onths........................................ .............  190.16
M erchandise purchase record to ta l ........................................................  361,526.42
Expenses paid, supported by vouchers and payro lls....................  186,583.68
Cash dividend declared, $5,000.00, of which $1,000.00 rem ains
unpaid .......................................................................................................  4,000.00
Changes in capital s tock ..........................................................................  None
Cash credits to custom ers’ accounts, less deposits reported on statements from  
the bank during  January , February  and M arch, am ounted to $4,383.42.
A  balance sheet prepared from  the books at December 31, 1933, and dis­
covered in the files, fo llow s:
Assets Liabilities
C a s h ........................................ $3,267.49 M erchandise creditors . . . .  $11,472.61
Customers ...........................  22,623.45 Reserve fo r depreciation. . 3,180.42
F ix tures (cost) ................ 7,456.26 Capital stock ....................... 50,000.00
Inventory (cost) .............. 44,035.78 Earned surplus ....................  12,729.95
Total assets ....................  $77,382.98 Total lia b ilitie s ................  $77,382.98
A  check fo r $7,500.00 had been cashed by the bookkeeper shortly before his 
departure. A lthough the signatures on the check had been obviously forged, it 
was paid by the bank and returned w ith other canceled checks.
In  addition to obtaining the am ount of the possible shortage, you are asked to 
prepare a balance sheet and operating statem ent for the period ending M arch 28,
1934. The m erchandise inventory at that date has been estimated as having a 
cost of $38,871.04, which is less than m arket.
P R O B L E M  3:
From  the inform ation appearing hereunder, prepare (a )  a balance sheet of 
the Beilfuss Corporation at December 31, 1932, and (b ) a statem ent of applica­
tion of funds fo r the year 1933.
The balance sheet of the Beilfuss Corporation appeared as follows at Decem­
ber 31, 1933:
C urrent assets—  A ssets
Cash in banks and on h a n d ....................  $19,867.24
Due from  custom ers—
Notes .......................................................  $115,876.43
Accounts .................................................. 239,742.16
Total receivables ...........................  $355,618.59
Less—
Notes receivable dis­
counted ....................  $57,312.66
Reserve for bad debts 44,386.57 101,699.23 253,919.36
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Inventory of m aterials, work in prog­
ress and finished p ro d u c t................ 91,468.83 $365,255.43
D eferred charges and prepaid expenses—
Unam ortized bond discount and ex­
pense .................................................... $3,274.45
O ther deferred charges and prepaid
expenses .............................................  7,112.92 10,387.37
Land, buildings, machinery, e tc ................ $782,456.77
Less— Reserve fo r depreciation...........  298,466.71 483,990.06
Total assets ......................................  $859,632.86
Liabilities and Net Worth
C urrent liabilities—
Bank l o a n s .................................................  $95,000.00
Accounts p a y a b le ......................................  45,687.53
Accrued lia b ili t ie s ....................................  22,347.41 $163,034.94
6 % first-m ortgage bonds.............................  150,000.00
N et w orth—
P referred  s to ck : authorized and issued,
2,000 shares of $ 100-par v a lu e . . . .  $200,000.00 
Common stock: authorized and out­
standing, 2,500 shares of $ 100-par
value ........................................................  250,000.00 $450,000.00
E arned  surplus—
Balance January  1, 1933 $45,444.87 
N et profit fo r year ended 
December 31, 1 9 3 3 ... 94,403.05 $139,847.92
Less— Dividends on p referred  and 
common stocks ...............................  23,250.00 116,597.92
$566,597.92
Less— Cost of 250 shares of reacquired 
p referred  stock held in trea su ry . . . .  20,000.00 546,597.92
Total liabilities and net w o r th . . .  $859,632.86
Following are the items appearing in the statem ent of profit and loss fo r 1933:
Account Debit Credit
N et s a l e s ..............................................................................  $1,740,346.21
Inventory January  1, 1933............................................. $35,115.27
Purchases .......................................................... .................  632,266.75
Inventory December 31, 1933...................................... .......................... 54,619.83
D irect labor ........................................................................ 309,616.37
Factory  d e p re c ia tio n ......... ..............................................  63,045.25
O ther factory overhead .................................................  114,669.52
Decrease in inventories of work in process and
finished s to c k .................................................................  3,416.87
Depreciation on salesmen’s autom obiles....................  2,319.24
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O ther selling expense...................................................... 315,685.83
A dm inistrative salaries .................................................  109,193.40
Depreciation of office fix tures......................................  5,167.42
Bad debts ............................................................................  41,648.36
O ther administrative expenses.. ..................................  68,372.48
Interest income .................................................................
Discounts received ..........................................................
Profit on sale of reacquired bonds.............................
Profit on sale of fixed assets ..........................................
Bond discount and expense.................... ......................  539.59
D iscounts a l lo w e d ............................................................  8,618.37
N et p r o f i t ............................................................................  94,403.05




Accounts re ce iv ab le ....................  $1,053,920.16
Notes re c e iv a b le ...........................  494,947.99 $1,548,868.15
Proceeds, representing face value of discounted
notes receivable ........................................................ 474,396.20
Bank loans ..................................................................... 395,000.00
Cash s a le s ....................................................................... 41,310.26
Sale of common stock, at p a r .................................  50,000.00
Sale of $15,000.00 of reacquired bonds................ 13,500.00
Bad-debt re c o v e rie s .....................................................  1,215.04
Sale of machinery and equipment, of a gross
book value of $11,133.90......................................  2,950.00
Interest collections ...................................................... 6,673.47
$2,533,913.12
Less— Discounts allowed to custom ers..................  6,219.07
Cash disbursem ents—
Paym ent of all following liabilities at January  
1, 1 9 3 3 -
Accounts payable . . .........................  $10,348.17
Accrued liabilities .............................  18,631.46 $28,979.63
Paym ents to banks on notes receivable discounted 521,610.94
Repayments on bank loans........................................  300,000.00
Land, buildings, machinery, e tc .................................  133,705.24
Bonds reacquired at 8 0 ............................................... 12,000.00
Dividends ........................................................................ 23,250.00
M aterials, wages and other expenses....................  1,512,364.94
$2,531,910.75
Less— Discounts received ........................................  5,440.05









In  addition to cash collections on custom ers’ accounts receivable, a fu rther 
liquidation of $521,525.23 was represented by (a )  the receipt of notes receivable, 
a fte r deducting allowable discounts of $2,399.30, and (b )  acquisition a t 80 of
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$25,000.00 of treasury  p referred  stock.
D uring  1933, $3,019.47 of custom ers’ notes receivable and $14,475.28 of cus­
tom ers’ accounts receivable were w ritten off to the reserve fo r bad debts.
Accounts payable at December 31, 1933, contained a balance of $25,000.00 
owing for properties purchased during the year, the rem ainder representing un­
paid purchases of m aterials and operating expenses.
Capital surplus of $123,462.19, which had been set up as of July 1, 1932, as 
the result of an appraisal of the properties at that date, was w ritten off in 1933
P R O B L E M  4 :
Y ou have been retained as auditor of the Acme Investm ent Company, a Dela­
ware corporation, organized as an investment tru st for the purpose of providing 
a medium fo r the control of a group of industrial companies through the ow ner­
ship of a large m inority interests. You are to certify to the attached statem ents 
of the corporation fo r the calendar year 1933 and your certificate is to be used 
in the annual published report.
Y our solution should set forth  briefly, w ith reasons, qualifications or ad just­
m ents which you feel should be made before preparing your certificate. This 
problem does not require a recasting of the exhibits.
A s a result of your exam ination, the following facts are disclosed:
(1 )  Securities owned include the following issues of the company repurchased 
on the open m a rk e t:
14,000 shares $3.00 preferred  stock— co st....................................$430,000.00
102,000 shares common s t o c k ..........................................................  412,000.00
Dividends on treasury securities have been taken into the income account in 1933 
as follows :
Cash dividends on preferred  s to c k ................................................. $ 80,000.00
Stock dividends (a t $5.00 per share) ........................................... 2,555.00
(2 ) T he loss on securities sold for the current year includes a $30,000.00 loss 
on treasury securities. On account of the purpose of the company, practically all 
securities acquired are held in the portfolio and few sales are made.
(3 ) A  large portion of the portfolio yields only regular stock dividends 
which are taken up at m arket value of date of receipt. The rem aining securities 
were mainly purchased at the high prices prevailing in 1929, at which level the 
dividend yields averaged less than 3% .
(4 ) All stock rights received were sold and the proceeds were taken into 
income in entirety.
(5 ) The company has a 10% participation in the ABC Syndicate which it 
manages. The other participants are in extremely bad financial condition. The 
company follows the practice of taking up syndicate profits or losses in the periods 
in which the respective syndicates are closed. Reports from  other managers of 
open syndicates participated in indicate substantial capital losses based on market 
values of securities held at December 31, 1933.
(6 ) Collateral to notes receivable was examined by you.
A C M E  IN V E S T M E N T  C O M PA N Y  
B a l a n c e  S h e e t  —  D e c e m b e r  31, 1933 
A ssets
Cash in banks and on h a n d ..........................................
Notes receivable from  affiliated companies (fully
secured) .......................................................................
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Pledged as collateral to bank loans................$60,574,010.00
Unpledged ......................  .................................. 9,736,011.25
$70,310,021.25
Dividends and interest accrued ......................  298,300.00 70,608,321.25
Due from A BC Syndicate (secured by entire assets 
o f a m arket value of $805,000.00, of which $700,­
000 was pledged as collateral to bank lo a n s ) . . . .  2,450,000.00
Advanced on syndicate participations— at cost. . .  . 2,575,000.00
Furniture, fixtures, organization expense, etc. . . . 1,580,000.00
$88,588,771.25
Liabilities
Bank loans— collateralized by securities per contra $20,000,000.00
Miscellaneous accounts payable.................................... 15,200.00
Accrued liabilities:
Accrued interest on debentures .........................$ 750,000.00
T axes and miscellaneous interest ....................  65,500.00 815,500.00
Dividends payable January  2, 1934:
P refe rred  stock ........................................................$ 404,625.00
Common stock (payable in common s to c k ) . . 9,504.25 414,129.25
Ten-year 6% gold debentures due January  1, 1941 25,000,000.00
Capital stock and su rp lu s :
$3.00 cum ulative-preferred stock without par 
v a lu e ; entitled in liquidation to $50.00 per 
sh a re ; callable at $55.00 per share—
A uthorized 750,000 shares
Issued and outstanding 539,500 shares
at paid-in v a l u e .......................................... $26,975,000.00
Common stock w ithout par value—
Authorized 2,500,000 shares
Issued and outstanding 1,520,754¼ shares at
stated value of $5.00 per share ....................  7,603,771.25
Paid-in surplus ................................................................. 7,265,750.00
E arned surplus ................................................................. 499,420.75 42,343,942.00
,588,771.25
A C M E  IN V E S T M E N T  C O M P A N Y  
S u m m a r y  o f  S u r p l u s  A c c o u n t s  
For the Period fro m  January 1, 1931 to December 31, 1933 
Paid-in Surplus  
Consideration received for common stock in excess 
of $5.00 per share allocated to surplus by direc­
tors— January  4, 1931.................................................  $7,500,000.00
Surplus arising from reduction of preferred  cap ita l:
Paid-in value of 60,500 shares retired— July
15, 1933 ..................................................................... $3,025,000.00
Cost of stock r e t i r e d ...........  ....................................  2,450,000.00 575,000.00
$8,075,000.00
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Less—-1933 Dividends :
Cash dividends on preferred  stock for six months 
ended December 31, 1933 per resolutions of
directors .....................................................................  809,250.00
Balance— December 31, 1933........................................  $7,265,750.00
Earned Surplus 
Particulars 1931 





Deduct— dividends paid :
Preferred stock (paid in cash).. .$ 1,800,000.00 
Common stock (paid in common





Total dividends ............ $ 1,837,570.50 $ 1,837,758.50 $ 937,946.50
Net change in surplus. . . 
Surplus—beginning of year..........




Surplus—end of y ea r.........$ 375,125.75 $ 472,367.25 $499,420.75
S u m m a r y  o f  I n c o m e  A c c o u n t s  
Particulars 1931 1932 1933
Income:
Cash dividends and interest re­
ceived ...............................................$2,035,696.25 $ 2,143,000.00 $ 1,954;000.00
Stock dividends taken up at m ar­
ket value at date of r e c e ip t . . . .  1,580,000.00 1,420,000.00 1,200,000.00 
E ntire  proceeds from  sale of stock
rights ...............................................  620,000.00 600,000.00 550,000.00
Gross profits on sales of securities 22,000.00 20,000.00 50,000.00* 
Profits on syndicates c lo s e d .........  120,000.00 247,000.00 104,000.00*
Total income .........................$ 4,377,696.25 $ 4,430,000.00 $3,550,000.00
General e x p e n se s ...................................  240,000.00 235,000.00 200,000.00
N et income available for 
interest c h a rg e s ................$4,137,696.25 $ 4,195,000.00 $3,350,000.00
Interest P a id :
6%  gold debentures .........................$1,475,000.00 $ 1,500,000.00 $ 1,500,000.00
Bank loans and miscellaneous. . . . 450,000.00 760,000.00 885,000.00
Total interest p a id ................$1,925,000.00 $ 2,260,000.00 $2,385,000.00
N et in c o m e ............................. $2,212,696.25 $ 1,935,000.00 $ 965,000.00
*  R ed
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P R O B L E M  5:
A, B and C possess the working interest, or seven-eighths of the total interest 
in a m ining venture, a royalty of one-eighth of the gross proceeds going to D, 
the owner of the property. F rom  the working interest m ust be paid an overriding 
royalty to E  of three-sixteenths of the gross proceeds belonging to the w orking 
interest. T he net monthly proceeds from  the sale of ore, a fte r deducting royalties 
and expenses, are to be distributed to the owners of the working interest.
A ’s share is to consist o f—
1/16 of the w orking interest (a )  before deducting the over­
riding royalty to E  and (b ) before deducting expenses; plus 
1 /7  of the w orking interest (a ) a fte r deducting the overriding 
royalty to E  and (b ) after deducting expenses not in excess 
of $7,000.00.
B and C are to share equally any net proceeds remaining.
You are inform ed that m onthly expenses will always exceed $7,000.00. F o r 
January , 1934, sales of ore (gross proceeds) were $18,688.00, while expenses 
were $7,427.56.
You are required to compute the distribution fo r January  and to devise 
fractions or form ulas that may be applied to the gross proceeds in succeeding 
months fo r the purpose of determ ining the division between the various parties 
at interest.
P R O B L E M  6 :
A  purchase of m achinery is being contemplated by M onak M anufacturing 
Company am ounting to $27,900.00. You have been asked to compute the cost 
to the purchaser, in term s of the average rate of simple interest, of financing the 
purchase on the instalm ent plan, under the term s of which one-third is to be 
paid down in cash and the balance is to be paid in twelve equal m onthly instal­
ments beginning one m onth from  the date of sale; to  each instalm ent is to be 
added (a )  interest at 6 % per annum  on the instalm ent o f principal paid, and (b ) 
10% of the principal paid as a finance charge.
P R O B L E M  7:
X Y Z Company m anufactures a mechanical device consisting of stamped 
metal parts, parts finished on autom atic machines, and parts purchased from  
outside vendors. The three classes of parts are brought together in an assembly 
departm ent.
Y ou have been called upon by the company to compute the inventory valua­
tions. A fte r beginning your work, you learn that the company sold quantities 
of certain parts to a m anufacturer of a non-competitive machine. T he quanti­
ties sold were on a flat contract basis of $80,000 fo r the lot. All parts sold on 
contract had been delivered at the date of your examination.
Y ou are asked to prepare a cost-of-sales statem ent in sufficient detail to 
enable the officials of the company to visualize the cost reductions effected by 
m aking fu rther contracts fo r parts sales.
N o inventories were on hand at the beginning of the year.
Sum m aries of departm ental overhead, and production and cost data follow. 
Departmental Overhead fo r  Y e a r :
Punch-press departm ent ........................................ $114,400.00
Autom atic d e p a r tm e n t.............................................. 183,600.00
Assembly departm ent ...............................................  110,000.00
Total overhead $408,000.00
































































































90,000 sets of purchased parts cost $5.50 a set, one set being necessary to 
produce a single machine.
Parts were delivered from the punch-press and automatic departments to the 
assembly room where assembly work began immediately. The assembly room 
completed the assembly of 60,000 machines at an average assembly labor cost of 
$1.60 each, and spent an average of $.70 labor each on 20,000 partially finished 
machines. 50,000 machines were delivered to customers. It is assumed that no 
loss was incurred from the spoilage or loss of parts.
You find that the foregoing data is the only dependable data available for 
your use and that within each department overhead may best be prorated on the 
basis of direct labor cost.
NO PR O FIT 
Bill Collector—“Well, sir, at least you 
can let me know on what date my firm can 
expect payment.”
Business Man—“Do you take me for a 
prophet ?”
“No. Up to the present my firm always 
regarded you as a loss!”—London An­
swers.
ECONOMY
“ Economy has taugh t me one lesson. By 
denying myself of tobacco, movies, ice cream 
and a few o ther luxuries for the last ten 
years I  accum ulated $1,564.32.”
“T h a t’s great. W h a t are you going to do 
w ith the m oney?”
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A t l a n t i c  C i t y  H e a d q u a r t e r s
M AN Y  superlatives could be used to describe The Claridge, A tlantic City, 
which will be the headquarters fo r the 
T hirteenth  A nnual Convention of The 
Am erican Society of Certified Public Ac­
countants, October 1 to 4, 1934.
One could say of The Claridge it is the 




tel, and one 
would be on 
the right side 
of tru th . One 
could also say 
of The Cla­
ridge that it 
offers the fin­
est in service 
and tha t it is 
the m ost g ra ­
cious of ho­
tels and still 
be absolutely 
honest.
W hile it is 
the m ost re ­
cent B oard­
walk acquisi­
t io n  a m o n g  
the caravan­
saries, it has 
already devel­
oped an air of 
m e llo w n e s s .
T his has been 
achieved p a rt­
ly by the in­
t r o d u c t i o n  
here and there of a well chosen piece of 
antique, a bit of sculpture dug from  some 
ancient Rom an city and carefully selected 
oils from  palaces from  across the sea. Con­
noisseurs of lovely things are attracted  by 
the rare Aubusson rug which lies on the floor 
of the Coffee Room. I t seems too fragile 
for use but it has been trod  upon by many 
aristocratic feet for several hundred years.
Dignity is emphasized in the amber glass 
lighting fixtures which hang in the ocean-
front lounges and which were made in 
Venice especially fo r The Claridge and 
shipped to the U nited States w ith greatest 
care. Clear crystal chandeliers which hang 
from  the dining room ceiling were made 
for the hotel by Parisian  artisans.
The m ention of the fact that The Cla­
ridge is the tallest structure in A tlantic
City is too 
l im i te d  a 
s t a t e m e n t ,  
It is the tall­
e s t  r e s o r t  
hotel in the 
w o r ld .  I t s  
height pro­
v id e s  th e  
means fo r a 
su n  d e c k  
with a wide 
range of vi­
sion. One 
can see for 




T u c k e r t o n  
W i r e l e s s  
t o w e r s  
which were 
built by the 
G e r m a n  
G o v e r n ­
ment before 
the w ar and 
used by the 
G e r m a n  
G o v e r n ­
ment at the 
outset of the war.
To properly support such height, for 
The Claridge rises to 20 stories above sea 
level, a distance of 348 feet, eighty-three 
columns on spread footings were sunk. 
The foundations resemble huge m ush­
rooms and constitute about 2,500 cubic 
yards of concrete weighing more than  10 
million pounds. Concealed in the ceiling 
of the main lounge are three enormous 
steel g irders which, w ith their protective
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concrete, weigh 35 tons each. They are 
5½ feet in depth and support the interior 
columns above, carrying a load of more 
than one million pounds each.
The exterior of the hotel is of dignified 
Georgian architecture. I t  was designed by 
M cI lvain & Roberts. The hotel represents 
a four million dollar investment.
Located as it is immediately facing the 
landscaped park, The C laridge provides its 
guests with an interesting vista of garden, 
Boardwalk, beach and ocean. Leading to 
the front door of the hotel is a private lane 
owned by The Claridge.
F o r the practical operation of the hotel, 
every tried and tested m odern appliance 
has been included in the equipment. There 
is a self-leveling device for the elevators 
which necessitates a level car before the 
doors open. There is the “therm ophor,” 
an especially designed coffee pot which 
holds three cups and keeps the coffee hot 
for an hour. There are all newest im ­
provements in the kitchen which has been 
planned to perm it easy operation and ac­
cessibility w ith allied departm ents.
There are three open decks where guests 
may pay tribute to O ld Sol and one vita- 
glass enclosed solarium. T here is a B inna­
cle room, very salty in its sea-going atm os­
phere, a compass occupying the center of 
the room, ship models on the wall shelves, 
paintings of square riggers and sloops, a 
telescope, a ship’s clock which sounds its 
bells, a barom eter and ship’s lights.
The bedrooms are a joy to the traveling 
public, they are larger by far than those 
in m ost hotels and are charm ingly fu r­
nished in excellent good taste. Each bed­
room has outside exposure. Every  room, 
too, has a private bath w ith fresh and sea 
w ater, tub and show er.
M eals will be served in the main dining 
room, and in the M ayfair lounge one may 
secure light refreshm ents. B reakfast is 
served to the room w ithout ex tra  room 
service charge.
T here are some sixteen m eeting rooms 
of varying sizes and all the needs of the 
Society when it meets in convention will 
be realized.
This meeting will m ark a milestone in 
the history of the Society.
A Changed Viewpoint
Sometime since, one of the State boards 
of accountancy, in a State w ith a confi­
dential relations provision in the C. P. A. 
law, received a letter from  a very prom i­
nent firm of lawyers in its leading city, re ­
citing facts, as they said, w ith regard to 
an accountant who had previously audited 
the books of their client. These facts re­
lated to certain events following a change 
in accountants and the statem ent was 
made, “ If  such constitutes ground for his 
disbarm ent as a C. P. A., my clients are 
very desirous of pushing the m atter but 
if such does not constitute grounds we do 
not wish to disclose the name of our client 
nor the name of the C. P. A., nor to in 
anyway in jure  him or his reputation w ith­
out ju st cause and w ithout accomplishing 
any specific results.”
The letter was acknowledged and request 
made fo r more details. The name of the 
accountant was requested. The lawyers 
added, in their reply, to the facts stated 
in the original communication but did not 
disclose the name of the accountant, to 
which reply was made, “The Board is of 
the opinion that the accountant in question 
was probably guilty of divulging inform a­
tion that should be considered confidential 
but, of course, a Board cannot determine 
in advance of hearing both sides of any 
disputed question as to what its decision 
would be. The Board appreciates your 
calling our attention to this m atter and if 
it comes to us, w ith the name of the ac­
countant, we shall have a hearing in ac­
cordance with the terms of the law and en­
deavor to reach a decision in accordance 
w ith the facts in the hearing.”
No reply having been received within 
the period during which, under the rules 
of the Board, m atters lie dorm ant, the a t­
torneys were w ritten  to the effect that not 
having received a reply the Board judged 
that the m atter had been adjusted to the 
satisfaction of all parties but it desired to 
know as to w hether that interpretation was 
correct before placing it in the closed file.
To that letter the attorneys replied to 
the effect that “the m atter was never ad­
justed but my clients are no longer in ter­
ested in the m atter since they were success­
ful in a law suit in which this relation w a s
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involved.”
This is merely cited as an illustration of 
the difficulty surrounding a decision con­
cerning and determ ination of what is 
called professional ethics. H ere was a 
high-grade legal firm, interested in the en­
forcement of any feature in the law which 
would not involve their client unless they 
were seemingly sure “a specific result 
m ight be accomplished” but all interest as 
to the professional side is lost when they 
were able by reason of another angle to 
secure fo r their client w hat he desired.
Losses Through N.I.R.A.
[ P u b l i c — No. 369—73d  C o n g r e s s ]  
[H .R . 9002]
A N  A C T
T o provide relief to Governm ent con­
tractors whose costs of perform ance 
w ere increased as a result of compli­
ance w ith the A ct approved June  16,
1933, and fo r o ther purposes.
B e it enacted by the Senate and H ouse  
of Representatives o f the United S ta tes o f 
A m erica in Congress assembled, T ha t the 
Com ptroller General o f the U nited States 
be, and he is hereby, authorized and 
directed to ad just and settle on a fa ir and 
equitable basis claims of persons who 
entered into a contract or contracts w ith 
the U nited States p rio r to A ugust 10, 1933, 
including subcontractors and m aterialm en 
perform ing w ork o r fu rnishing m aterial 
or necessary fuel direct to the contractor 
under such contracts, fo r additional costs 
incurred by reason of compliance on and 
a fte r  A ugust 10, 1933, w ith a code or 
codes of fa ir com petition approved by the 
P resident under section 3 of the A ct ap­
proved June 16, 1933, know n as the 
“N ational Industrial Recovery A ct,” or by 
reason of compliance w ith  an agreem ent 
w ith the President executed under section 
4 (a )  of said A ct in the perform ance a fte r 
A ugust 10, 1933, of the contract o r any 
p art thereof. In  the event tha t such con­
trac t was perform ed wholly or in p a rt by 
a surety on the bond of the contractor, the 
claim may be presented by and settlement 
made w ith such surety, but such surety 
shall have no g reater rights than  would 
have accrued to the contractor had such
contractor completed the contract. Any 
contractor, subcontractor, o r completing 
surety desiring an adjustm ent and settle­
m ent w ith respect to any such contract 
under this A ct for increased costs incurred 
a fte r A ugust 10, 1933, by reason of com­
pliance w ith the codes or reemployment 
agreements shall file w ith the departm ent 
or adm inistrative establishm ent concerned 
a verified claim itemizing such additional 
costs, and any subcontractor on any such 
contract may file his claim directly w ith 
the head of the departm ent or independent 
establishm ent concerned or through the 
contractor. A fte r the claim has been ex­
amined by the head of the departm ent or 
independent establishm ent concerned, or 
such person or persons as he shall desig­
nate, the claim shall be transm itted to the 
Com ptroller General of the U nited  States, 
accompanied w ith an adm inistrative find­
ing of fact and recommendation with 
respect to the claim.
S e c .  2. In  no event shall any allowance 
exceed the am ount by which the cost of 
perform ance of such p a rt of the contract 
as was perform ed subsequently to A ugust 
10, 1933, was directly increased by reason 
of compliance w ith a code o r codes of fa ir 
competition, or w ith an agreem ent with 
the President, as aforesaid.
S e c .  3. In  no event shall any allowance 
be made which w ould result in a profit to 
the claim ant exceeding 7 per centum on 
the cost of perform ance of the contract in 
respect of which the claim is made. The 
head of the departm ent or establishment 
concerned, subject to the approval of the 
Com ptroller General, shall have the au­
thority, from  time to time, to  determ ine 
the actual cost and  profit thereon.
S e c .  4. No claim hereunder shall be con­
sidered or allowed unless presented w ithin 
six months from  the date of approval of 
this A ct or, at the option of the claimant, 
w ithin six m onths a fte r the completion of 
the contract, except in the discretion of 
the Com ptroller G eneral fo r good cause 
shown by the claimant.
S e c .  5. A ppropriations fo r the purpose 
of paying claims allowed hereunder and 
the expenses of determ ining the claims are 
hereby authorized.
S e c .  6. In  all proceedings under this 
A ct witnesses may be compelled to  attend.
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appear, and testify  and produce books, 
papers, and letters, o r other docum ents; 
and the claim that any such testimony or 
evidence may tend to incrim inate the per­
son giving the same shall not excuse such 
witness from  testifying, but such evidence 
or testim ony shall not be used against such 
person in the trial of any criminal proceed­
ing. N othing in this A ct shall in any way 
relieve or excuse any officer of the U nited 
States or any claim ant from  prosecution 
under any statute of the U nited S tates for 
any fraud  or criminal conduct.
Approved, June  16, 1934.
Notes
Charles S. Lowrim ore, C.P.A., of 
Florence, S. C., is the author of an article 
entitled “Retail Beverage Control,” appear­
ing in the Pathfinder Service Bulletin for 
August. Copies may be obtained free of 
charge from  either the Charles R. Hadley 
Company or the author.
Recently the annual report of a T reas­
urer and A uditing Committee of a profes­
sional organization passed over our desk. 
The receipts and disbursem ents of the 
organization during the year each exceeded 
$800,000. The auditing Committee con­
sisted of the usual num ber of three. They 
indicated in their first paragraph that they 
had employed “a public auditor of repute.” 
They proceeded to tell what he had done, or 
at least to tell some of the things that he 
had done and then they proceeded to re­
port some comments that he had made and 
which they thought should be brought to 
the attention of the official body. Nowhere, 
however, does any one learn who the audi­
tor was or how they determ ined that he 
was of “ repute” or that they had trans­
ferred  to the m em bership in their report 
all o r only parts o f the comments which 
he had made. I t  looked very m uch as if the 
main purpose of the A uditing Committee 
was to convince the m embers tha t they had 
read the report of the auditor. I t  would 
have been much better, however, if his re­
port had been presented as made, w ith such 
comments as the Committee desired to 
make in addition thereto.
Accountants having clients engaged in 
printing will be interested in the 60-page 
m onograph on the 1933 Ratios fo r P rin t­
ing M anagement, compiled by the depart­
ment of accounting of the U nited T ypo­
thetae of Am erica and developed from  the 
mem bers’ accounting records.
The Commonwealth Institu te of Ac­
countants (A ustra lia) is setting up m achin­
ery by which post-graduate studies may be 
made based on m aterial in the possession 
of their members touching on problems 
affecting the public welfare. I t  is proposed 
that a research committee shall be estab­
lished in each state of the Commonwealth, 
which will be divided into sub-committees, 
each devoting its attention to a particular 
branch of accountancy. The Institu te it­
self will strengthen the interest of mem ­
bers by asking fo r these on the various 
subjects and special recognition will be 
given the w riters of those adjudged as 
w orthy such commendation.
Dr. H . J. A lm ar Schacht, president of 
the Reischbank, in an interview last year 
gave emphasis to  tw o th o u g h ts : “The 
world can only recover when economic ex­
perts instead of politicians and diplomats, 
assume the leadership of the facts of na­
tions” and “Economic facts alone may 
furnish  the weapons against political aver­
sions, contrasts of nations and unjustified 
national pride.”
“Business men in different nations al­
ways understand one another because they 
talk as they think and do not w aste time 
employing empty phrases intended for the 
public.”
“The greatest obstacle to progress is in 
our own mind. I t  is our inability to lay aside 
habits of thought th a t are no longer useful, 
that are actually harm fu l.” —  Joy E . 
M organ.
“ N oting the inside operations of scores 
of governm ent offices there are very few 
whose personnel could not be cut a t least 
20% and whose efficiency would not be in­
creased by such action. I t  is inertia and red 
tape which causes governm ent extravagance 
prim arily and this may be remedied only
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by better executives which means in the 
long run higher salaries.” Kiplinger.
One of the m ost attractive pieces of ad­
vertising which we have seen recently is 
that issued by the E lectric  Hom e and 
F arm  A uthority. This is one of the new 
alphabetic arrangem ents established by the 
President, its directors being the same as 
those of the Tennessee Valley A uthority. 
I t is one of the methods by which the 
Governm ent steps into direct competition 
with already established activities. I ts  p u r­
pose is to develop and foster an increased 
use of electric power through double re­
duction in the cost of electricity to  the 
consumer and in the cost of electric ap­
pliances. This docum ent is a better piece 
of advertising than any of the pow er cor­
porations have been putting out.
“A nother E d ito r Gone W rong” m ight 
be the very proper designation fo r an a rti­
cle reciting the fact tha t The Spokesman, 
official organ of the Pennsylvania In sti­
tu te of Certified Public Accountants, 
changes editors with the beginning of its 
next fiscal year.
W hile F ran k  W ilbur M ain has not run 
out of m aterial w ith which he could con­
tinue to build those very effective educa­
tional stories, he has decided tha t he has 
assumed the responsibility sufficiently long 
so that the profession will be benefited by 
the introduction of new blood. In  a busi­
ness organization when the president de­
sires a change and feels that someone else 
should be broken in, he is very often made 
chairm an of the board. I t  m ight not be 
a bad idea if F rank  was retained as E ditor 
Em eritus. A t any rate the same invitation 
goes to him that went to H om er Pace 
when he re tire d : whenever he feels the 
spirit moving, the columns of T h e  C e r t i ­
f i e d  P u b l i c  A c c o u n t a n t  will be open as 
long as the present editor remains on the 
job.
The recently issued D irectory of P ub­
lications in the Field of Public Adm inis­
tration lists 484 national in character, 1243 
having a State basis, 85 regional and 89 
covering Canada.
Certainly with this num ber of interested
groups there should be an increased e f­
fectiveness in public adm inistration unless 
they are so persistent in their overlapping 
efforts as to counteract each o ther’s effec­
tiveness by getting in each o ther’s way.
The Bureau of Standards, Departm ent 
of Commerce, has recently issued an an­
nouncement to the effect that the “ Simpli­
fied Invoice Form ” originally adopted in 
1919 and revised in 1927, is now recom­
mended by trade associations with an ag­
gregate membership of approximately 110,000.
The Simplified Practice recommenda­
tion, R3728, may be secured from  the 
G overnment P rin ting  Office for five cents. 
A  facsimile of the Simplified Invoice 
Form  may be obtained by w riting  to the 
Division of Simplified Practice, National 
Bureau of Standards, W ashington, D. C.
A  bill was passed by the last Congress 
concerning which there was not much pub­
licity but which may be helpful in lessen­
ing governmental expenditures. This was
H . R. 9410, which repealed, as of July 31,
1935, all of the perm anent and indefinite 
appropriations now authorized by the va­
rious acts of Congress and which have 
been autom atically repeated from  year to 
year w ithout any consideration, as is given 
to the annual supply bills.
These appropriations totalled over two- 
and-a-half billion dollars for the past fiscal 
year and it is quite probable that in the 
study which m ust now be given to each, 
some saving will be effected. I t  has been 
m aintained that once an appropriation has 
ever been made fo r a definite purpose, it 
has been impossible under the past method 
of handling appropriations, to lose it even 
though the purpose for which originally 
made may have long since disappeared.
“A n organization which contains none 
of your treasure  has none of your heart, 
fo r w here your treasure  is there will your 
heart be also .”— Jessie Gray, President o f 
N .E .A .
“ In  prosperity be prudent— in adversity 
be patient.”
1934 THE CERTIFIED PUBLIC ACCOUNTANT 571
S T A T E  S O C I E T Y  N E W S
MICHIGANARIZONA
The summer meeting of the Arizona So­
ciety of Public Accountants was held on 
Saturday, July 28, 1934 at the Monte Vista 
Hotel, Flagstaff, with an attendance of 
thirty-five members.
An executive meeting was held in the 
morning. At the general meeting in the 
afternoon, presided over by Alex W. 
Crane, president of the society, W. S. 
Thompson, supervisor of Mohave County, 
speaking on the present system of county 
auditing in the State, advocated legisla­
tion which would require county audits 
twice each year by a certified accountant. 
Following Mr. Thompson’s talk there was 
considerable discussion. Dr. E. W. Atkin­
son, head of the business education depart­
ment of the Arizona State Teachers Col­
lege, and president of the State Business 
Educators Association, spoke on the im­
portance of training young men in ac­
countancy.
In the evening Honorable Robert F. 
Riordan, Mayor of Flagstaff, extended 
greetings to those assembled at dinner. 
Chandler Wood, Flagstaff attorney, was 
guest speaker. Specialty entertainment in­
cluded piano and accordian selections and 
dances. Later in the evening members and 
guests enjoyed the Veterans celebration in 
City Park.
GEORGIA 
The June issue of The City Builder, the 
official organ of the Atlanta Chamber of 
Commerce, comes to us with a new feature, 
the Accountant’s Council Corner, under 
the guidance of a committee composed of 
representatives of the Georgia Society of 
Certified Public Accountants, the Atlanta 
Chapter of the National Association of 
Cost Accountants and executives of private 
industry.
At the annual meeting of the Western 
Michigan Chapter of the Michigan Asso­
ciation of Certified Public Accountants, 
held at the Spring Lake Country Club, 
Spring Lake, on June 13, 1934, the fol­
lowing officers were elected for the ensu­
ing year: President, Chas. T. Wheeler of 
Muskegon; Vice-President, Robt. Graing­
er, of Kalamazoo; Secretary, C. S. Mc­
Ewan of Grand Rapids; Treasurer, R. G. 
Wilson of Grand H aven; Auditor, C. C. 
Moore of Muskegon.
MINNESOTA
The annual golf tournament of the 
Minnesota Society of Certified Public Ac­
countants was held at the Bloomington 
Golf Club, Bloomington on the Minnesota 
River, on June 22, 1934.
The results showed Newton L. Bowers 
to be champion, Frank Bugbee, runner-up, 
Karl Honigman winner of low net and 
Oscar Strand, runner up.
Among the guests present was Arthur 
C. Upleger, of Waco, Texas, past presi­
dent of The American Society, who was 
visiting another American Society past 
president, Herman C. J. Peisch. Mr. Uple­
ger was the principal speaker at the ban­
quet in the evening.
From the Minnesota Certified Public A c­
countant for July, we clipped the follow­
ing: 1904-1934
The Minnesota Society of Certified Pub­
lic Accountants has passed its thirtieth 
milestone as we measure time, and at a 
dinner at the Interlachen Golf Club, Min­
neapolis, Minnesota, on August 3, 1934, it 
celebrated its thirtieth birthday by honor­
ing its past presidents.
Mr. Herbert M. Temple, one of its 
founders and its first president, was the 
principal speaker. Mr. Temple gave a most
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interesting review of the early history of 
the profession in this State, and traced the 
grow th of practice of the professional ac­
countants during a period of approxim ately 
fifty years of personal experience. H is 
w arning that the profession is at the cross­
roads was most timely and very ably pre­
sented. H is talk  was most interesting, in­
structive, and a real contribution to the ad­
vancement of the profession— a real mes­
sage.
M r. Jam es S. M atteson gave a most in­
teresting sum m ary of the ten years du r­
ing which he served as president. H is re­
m arks were well received and enjoyed by 
all.
M essrs. Charles H . Preston, Ja rl W . 
H anson and J. A. Boulay, all past presi­
dents, responded to the toastm aster, presi­
dent H erm an C. J. Peisch, by giving very 
interesting and appropriate suggestions for 
the consideration of the profession in its 
advancement.
President Peisch presented all of the 
past presidents w ith a certificate appro­
priately fram ed, citing each of the past 
presidents for m eritorious service as P res­
ident of the M innesota Society of Certified 
Public Accountants. Those receiving such 
certificates were as fo llow s:
H erbert M. Temple, Jam es S. M atteson, 
Charles H . Preston, A rch F. W agner, 
M aurice W . Stoffer, A rth u r E . Low, Jarl 
W . Hanson, J. A. Boulay, Lyle W . Hines.
I t was a real event in the history of the 
Society. Golf was enjoyed by a large 
num ber during the day and the meeting 
w ith the dinner a t night made it a birthday 
party  that will long be remembered. The 
attendance was very satisfactory and those 
present have been very outspoken in their 
acknowledgment of the professional value 
of the day’s events.
I t  was the first party  of its kind during 
the th irty  years. L et there not be another 
th irty  years before another.
T hirty  years of pioneering 
T h irty  years of service 
T h irty  years of life 
T h irty  years of accomplishments
W e have much to thank these pioneers 
fo r— their foresight, energy, efforts and 
sacrifices, fo r w orking fo r ideals and ac­
complishing objectives which we are now 
enjoying, sometimes w ithout much thought
as to their cost which others have borne for 
us. W e are grateful for these pioneers and 
hope that those who will take their places 
will have caught the spirit so m anifested 
by them  of sacrifice and willingness to 
serve in a program  for the advancement of 
the profession, not for a day, a year, but 
as they have done, for a period of thirty  
years.
I f  there ever was a time for expressing 
our unqualified confidence in our Society, 
its officers and in the program , that time 
is now.
N E W  JE R S E Y  
The New Jersey Society of Certified 
Public A ccountants has ju st released its 
Y ear Book fo r 1933-1934, a 57-page 
monograph.
In  addition to listing the officers, com­
mittees and members, it contains the an­
nual reports of the president, secretary, the 
code of ethics, constitution and by-laws and 
rules of the New Jersey State Board of 
Exam iners and the law regulating the 
practice.
N E W  Y O R K  
W e quote from  the June M onthly Bulle­
tin  of the New Y ork State Society of C er­
tified Public A ccoun tan ts:
Inventory Resolution Approved 
Responsibility of a certified public account­
ant with respect to m erchandise inventories 
is the subject of a resolution adopted by 
the members of T he N ew  Y ork State So­
ciety and approved by its board of direc­
tors. The resolution, considered to be im­
portant to every member of the profession 
of accountancy, is subjoined.
W hereas, I t  is desirable that the profes­
sion of accountancy in N ew  Y ork State 
should make clear the nature and extent 
of the responsibility assumed by the certi­
fied public accountant in respect to m er­
chandise inventories; and
W hereas, I t  is self-evident that the tra in ­
ing and experience of a certified public ac­
countant qualify him to investigate into 
the affairs of his clients to the extent that 
such affairs and the transactions in connec­
tion therew ith are evidenced or indicated 
by books of account and other documents 
relating thereto but do not qualify him as 
a general appraiser or valuer or as fitted to
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assume in any and all cases full responsi­
bility fo r the physical quantities, descrip­
tion, quality, condition, m arketability and 
valuation of m erchandise inventories; 
therefore, be it
Resolved: T hat it is the sense of The 
New Y ork State Society of Certified P ub­
lic A ccountants that, if a  certified public 
accountant reports on a balance sheet of a 
concern over his signature w ithout qualifi­
cation or special explanation as to the item 
of m erchandise inventories contained there­
in, it shall imply that he has exercised 
care in his exam ination by m aking ac­
counting tests and checks of the concern’s 
books of account and other available rec­
ords pertaining to m erchandise inventories, 
that he has received all inform ation and ex­
planations he has required from  the offi­
cers and employees responsible fo r the tak­
ing and valuation of the m erchandise in­
ventories, and so fa r  as accounting m eth­
ods permit, has satisfied him self as to their 
substantial correctness, but that, as regards 
the inform ation and explanations he has 
required and as to ownership, physical 
quantities, description, quality, condition, 
m arketability and valuation of the m er­
chandise, he has relied upon the representa­
tions of the concern’s management, subject 
to such checks as may have been obtainable 
from  the records in respect thereto ; and 
be it
F u rth e r Resolved: T hat it is the sense 
of this Society that, while the certified pub­
lic accountant, through his experience in 
various lines of industry, may be of value 
in assisting and cooperating w ith the m an­
agement of a concern in the supervision of 
a physical inventory taking, it should be 
clearly understood that in undertaking this 
work the certified public accountant does 
so only in his capacity as an accountant 
and does not assume responsibility as an 
appraiser or valuer fo r the physical quan­
tities, description, quality, condition, m ar­
ketability and valuation of the m erchan­
dise ; and be it
F u rther R esolved: T hat the President 
of this Society is directed to send copies of 
the foregoing preamble and resolutions to 
those who in his opinion, would be in ter­
ested in knowing the position on this sub­
ject taken by the accounting profession in 
this State.
T he July  Bulletin contained an article on 
“Legal Relationship of an A ccountant to 
an Investor,” by H . Theodore Sorg ; “ In ­
vestm ent Banking Phases of the Federal 
Securities A ct and Securities Exchange 
A ct,” by H ugh Know lton and “The Value 
of Independent A udits and W hat the 
Banker Expects of the A ccountant,” by 
Cleaveland V. Childs.
O H IO
The Fall M eeting of the Ohio Society 
of Certified Public A ccountants will be held 
in Cincinnati, September 20, 21 and 22,
1934. F red  W . Fuller, C.P.A ., is Chair­
m an of the Fall M eeting Committee.
O K L A H O M A
The A ugust bulletin of the Oklahoma 
Society contained articles on Federal T ax  
Revision, A udits for Credit, Inventory 
Verifications, P rice  Influences, U nfa ir 
Competition, New Deal Prospects, Deple­
tion Decisions, Competitive Bidding, D ivi­
dend Paym ents.
P E N N S Y L V A N IA  
T he Philadelphia C hapter of the P en n ­
sylvania Institu te  of Certified Public A c­
countants held its monthly m eeting at the 
O verbrook C ountry Club on July  18, 1934.
D uring the afternoon a num ber of the 
members competed in a Golf Tournam ent. 
The prizes were awarded to F rank  H are, 
David Fillman, A. B. W aldbaum , all three 
contestants tu rn ing  in cards showing the 
same score of ninety-seven.
The officers reported to the Chapter on 
the various activities which took place at 
the Pennsylvania Institu te’s Convention 
held at B edford Springs, Pennsylvania, in 
June, 1934.
T E N N E S S E E  
M emphis Chapter o f the Tennessee So­
ciety of Certified Public A ccountants held 
their monthly m eeting at the Gayoso Hotel, 
Tuesday night, A ugust 21, 1934.
The retiring  Chairm an, M. O. C arter, 
m ade his report covering the activities and 
progress of the organization for the past 
year. The new Chairman, George O. Bone, 
took charge of the meeting, and a fte r  rou­
tine m atters were disposed of, final a r ­
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rangem ents were made for attendance of 
the members at the annual meeting of the 
Tennessee Society at Knoxville, F riday  and 
Saturday, A ugust 24 and 25.
In addition to the m onthly business and 
educational meetings, members of the 
Memphis C hapter are meeting inform ally 
every Friday  during the luncheon hour.
Newly elected officers a re : George A 
P one, C hairm an; Roscoe C. Clark, Vice- 
C hairm an; John H . Rawlings, Secretary; 
and Jam es A. M atthew s, T reasurer.
The annual m eeting of the Tennessee 
State Society of Certified Public Account­
ants was held on A ugust 24 and 25, at 
the H otel F arragu t, Knoxville.
A fte r the initial session in the morning, 
the afternoon was spent in golf, sightsee­
ing and bridge. T here was a round table 
discussion in the evening.
John  L. Carey, secretary of the A m eri­
can Institu te of Accountants, spoke on the 
subject “Cooperation Am ong A ccountant­
ants.” Among the other speakers were 
H arry  M. Jay, chairm an of the Tennessee 
State Board of Accountancy, and M. O. 
C arter, president of the Tennessee State 
Society.
O n Saturday George P. Ellis, president 
of T he Am erican Society, was the princi­
pal speaker, discussing “Aspects of the 
New Deal as Affecting the Profession of 
Accountancy.”
A t the banquet in the evening Judge 
Clarence Templeton, of Jellico, was toast­
master.
Officers elected w e re : President, H ilary
H . Osborn, of N ashville; V ice-President,
H . Clay Jones, of K noxville; Secretary, 
W . M. Duncan, of N ashville; T reasurer, 
H oskins V an H ooser, of Chattanooga.
B. I. Dahlberg, of Knoxville, was chair­
man of the arrangem ents committee.
W A S H IN G T O N
The A ugust issue of the C.P .A ., official 
organ of the Spokane C hapter of the 
W ashington Society, contains articles on 
Government Loans to Industry, W hy an 
Independent A udit? W hy the Certified 
Public A ccountant? Backlashes Mean 
Snarls.
Whereas—
The machine age, the specialist idea, 
quantity production, our m ilitary tra in ing  
in the W orld  W ar, speculation, installment 
buying and the whole trend  of the past 
years has tended to destroy the indepen­
dence and self-sufficiency of the individual 
as a separate unit. The individual today 
finds himself in the position of the negro 
allottee who soon a fte r statehood lost his 
allotment.
A white friend asked him if he still lived 
on his la n d :
“ No, sah,” said Jasper, “ I done lost dat 
land.”
“W hat do you mean you lost it?”
“H it’s jest gone, da t’s all,”
“Did you sell it? ”
“ No, sah, I neva signed no deed.”
“Did you lose it on a m ortgage fore­
closure ?”
“No, sah, I neva signed no m ortgage 
either.”
“W ell, did you give it away or lose it in 
a law suit?”
“ No, sah, I haint neva done no law in’ 
ova dat land.”
“You m ust still have it then or how did 
you lose it?”
“W ell, suh, boss, I ’ll tell ya. Some white 
folks got a whole bunch of us niggas out 
our way and talked us into pu ttin ’ all our 
land into a big company w har none of us 
would have to w ork any more.
“Dey called it de New Consolorated 
Farm  Land System. Sounded like a 
w onderful system, too, to hear dem tell it. 
Dey had a pow erful legal document for 
all dem niggas to sign. Lots of there fo ’s 
and w harfo ’s and big talk in dat paper I 
signed. W ell, to tell de tru f , boss, dem 
white folks just naturally  ‘there fo ’d, 
w herefo’d and w hereas’d’ me righ t out o’ 
my land.”
— The Credit World.
Announcements
E. B. B utler and W . H . H olt, Certified 
Public Accountants, announce the opening 
of offices at 835 Penobscot Building, 
Detroit, for practice under the firm name 
of Butler, H olt & Company.
( Continued on page 576)
The "KEYSTONE" To
S U C C E S S
E x e c u t i v e  A c c o u n t a n c y  T r a i n i n g
Realizing, as you must, that Accountancy is the very backbone of 
business, having to  do with every phase and transaction, it is easy 
to understand why the accountant is highly regarded and well paid.
His knowledge of the essential factors that control commercial ac­
tivities is a "keystone" assuring his own permanency of position and the solidity o f the en­
tire business structure. Today, thousands o f the most successful executives in America owe 
their enviable positions and splendid incomes to their training in Accountancy.
No w the Dem and Is G reater
There always has been  a defin ite  and grow ing need  
for A ccou ntancy-trained  m en. W ith  new Federal 
laws and new business m ethods prevailing th ey  will 
be in greater dem and than ever b efore . Practically  
every law en acted  by th e last C ongress created  new 
opportunities for the trained accou ntan t. To qualify  
for one o f th ese  worth while positions you must pos­
sess training unquestionable in its thoroughness. Such 
training is availab le to  you through W alton  C ourses. 
And here is the
Proof Based O n  A  Record
M ore than 1,250 o f  A m erica's C ertified  Public A c ­
countants, or practically 10 per c en t o f all th ose  
now registered  in this country, are W alton  trained. 
Twenty-two honor m edals have b een  aw arded W alton  
students in Illinois C . P. A . exam inations. For nine 
successive years W alton  men won high honors in 
A m erican Institute exam inations. O ver 250 leading  
co lleg ia te  schools o f  com m erce use W alton  texts and 
m ethods in their classroom s. Surely, this is am ple  
proof o f the thoroughness o f  W alton  training.
You can m aster A ccou ntancy  right in your own hom e, 
as nearly 90 per cen t o f successfu l Walton students  
have d on e. Let us tell you abou t it, as we have told  
thousands b efore, through the p ages  o f our inspira­
tional book, "The W alton  W ay to  a Better Day."
Send For O u r  FREE Book
In it you will find many helpful suggestion s for your 
own advan cem ent. It is rep lete  with th e experiences  
of men and w om en who g ive  W alton  training th e  
cred it for their business triumphs. Send for it now. 
Use the coupon below .
WALTON COURSES
CONSTRUCTIVE A C C O U N T IN G  
ADVANCED A C C O U N T IN G  A N D  AUDITING  
SHORT INTENSIVE-ADVANCED A C C O U N T IN G  
PRINCIPLES A N D  PROCEDURE  
CO ST  A C C O U N T IN G  - - BUSINESS LAW  
FEDERAL INC O M E TAX A C C O U N T IN G  
MATHEMATICS O F A C C O U N T IN G  
A N D  FINANCE  
C .P .A . C O A C H IN G
Day and Evening Classes and Home Study Instruction
W a l t o n  S c h o o l
C o m m e r c e  
M em ber National H om e Study Council
W A L T O N  S C H O O L  O F  C O M M E R C E , 508-518 M cC orm ick  Building, C h ic ag o , Illinois
W ith o u t o b lig a tio n  on my p a rt, p le a se  sen d  m e a copy  of "T he W a lto n  W ay  to  a B e tte r D ay," and su g g es­
tions  as to  w hat you can  d o  to  he lp  m e a d v an c e  in th e  business w orld.
Charles H . Langer, Ph.B., 
C .P .A .
P res id en t and  
E duca tiona l D irec to r
508-518 M cCorm ick  
Building 
C h icago
N am e .....................................................................................................................
A d d re ss  . .......................................................  I AM   □  H O M E  STUDY IN STR U C TIO N
  INTERESTED   □  RESIDENT DAY CLASSES
s^ify an d  S ta te  ..............................................................................................     
 IN □  RESIDENT EV EN IN G  CLASSES
O c c u p a tio n  ........................................................................... A g e ...............
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Harvey, Fuller & Company, Certified 
Public Accountants, announce the removal 
of their offices to Suite 2414 Sixty W all 
Tow er Building, New Y ork City.
J. M. V an Hoy, C. P. A., announces the 
opening of an office fo r the general prac­
tice of accounting under his own name at 
215, Johnston Building, Charlotte, N. C.
B urns & Company announce the removal 
of their offices to 213-215 South Broad 
Street, Philadelphia, Pa.
R obert Douglas & Company, Certified 
Public Accountants, 1 Federal Street, 
Boston, announce the w ithdraw al of H a r­
old B. Cleworth, C .P.A ., from  the partner­
ship as of A ugust 31, 1934. The business 
of the company will be conducted as here­
tofore by the rem aining partners, R ay­
mond D. W illard, N orm an H . S. Vincent, 
H arold T . H ouston and E tta  M. U rquhart, 
Certified Public Accountants.
Smith, Ellingson, Schuldes Company, 
Certified Public Accountants, announce 
the opening of an office at 801 Sheridan 
Road, Menominee, M ichigan. A. A. A lk, 
C.P.A ., will be in charge.
State Board News
D E L A W A R E
Charles I. Belfint and H arry  J . M ack, 
Certified Public A ccountants of W ilm ing­
ton, have been appointed as m embers of 
the Delaw are S tate B oard of Accountancy. 
The Board as now constituted is as fol­
lows : President, W illiam  J . Storey, A t­
to rney -a t-L aw ; Secretary, Charles I. Bel­
fint, C .P .A .; M ember, H a rry  J .  Mack,
C.P.A.
M IC H IG A N
Lee M cGinley, C.P.A ., of M arquette, 
has been reappointed as a member of the 
M ichigan State B oard of Accountancy.
N O R T H  D A K O T A
J. W . W ilkerson of G rand Forks has 
been reappointed as a member of the State 
Board of Accountancy of N orth  D akota.
Classified Advertisements
A d v e rtis in g  copy fo r  th is  page  shou ld  be rece ived  in  
th e  office of T H E  C E R T IF I E D  P U B L IC  A C C O U N T A N T  
n o t la te r  th a n  th e  2 5 th  day  o f  th e  m o n th  p reced ing  the 
m on th  o f pub lication . R a te s  fo r “ H e lp  W a n te d ” an d  
“ S itu a tio n  W a n te d ,”  $3.00 p e r  inch  o r frac tio n  th e re o f  
(7  lines to  a n  in ch ) fo r one  in se rtio n . T h e  ra te  fo r 
“ M iscellaneous”  is  $5 .00  p e r  inch  fo r  each in se rtio n .
$50.00 W I L L  P U R C H A S E  B o u n d  V o lu m e s  
(1 to  27 in c lu s iv e  ) o f B .T .A .  d e c is io n s . A d ­
dress T H E  C E R T I F I E D  P U B L I C  A C ­
C O U N T A N T ,  B o x  K -3 1 4 .
Y O U N G  M A N ,  age 26, g ra d u a te  o f  th e  I n ­
te rn a tio n a l A cco u n ta n ts  S oc ie ty , desires a p o s i­
t io n  w ith  a f i rm  w h e re  o p p o r tu n ity  f o r  ad ­
vancem ent is  in  acco rdance w ith  a b il ity ,  d e te r­
m in a tio n  and in it ia t iv e .  G ood  pe rso n a lity . N o  
p rev ious  experience . W r i te  A le x .  W o lf f ,  3212 
W . W e lls  S t., M ilw a u k e e , W is .
Every A ccou ntant’s Library
S h o u ld  c o n ta in  th e  fo llo w in g  M a n u a ls , e a c h  o n e  a n  
in v a lu a b le  a id  a n d  re f e r e n c e  fo r  A c c o u n ta n ts  e n ­
g a g e d  in  S y s te m  I n s ta l l a t io n  W o rk .
E a c h  v o lu m e  is  s u b s t a n t i a l l y  b o u n d  a n d  c o n ta in s  
f u ll  a c c o u n t in g  p ro c e d u re ,  C h a r t  o f  A c c o u n ts  a n d  
a c tu a l  s a m p le s ,  ( n o t  i l l u s t r a t i o n s  o r  s k e tc h e s )  o f 
a l l  fo rm s  r e q u i r e d  f o r  in s ta l l a t io n .
E a c h  r e p r e s e n t s  y e a r s  o f  r e s e a r c h .  O n ly  id e a s  a n d  
m e th o d s  te s t e d  a n d  p r o v e n  b y  le a d in g  c o n c e rn s  in   
th e  r e s p e c t iv e  lin e  o f  b u s in e s s  a r e  g iv e n .
Hotels, Hospitals or Clubs .............................. (Size 11x14) $ 6.50
Manufacturing Concerns ...................................  “  “ 5.00
Automobile Dealers ............................................  “  “  5.00
Attorneys-at-Law ............................................... “  “  5.00
Laundries ............................................................. “  “  5.00
Contractors and Builders ................................. “  “  5.00
Finance Companies ............................................  “  “ 5 .00
Governmental Accounting ................................. “  “  10.00
Trust Dept. Accounting .....................................  “  "  10.00
Wholesale and Retail Merchants ................... "  11x11 3.00
Plumbers and Electrical Contractors ..............  ‘‘ “  5.00
Insurance Agencies ............................................  “  “  5.00
Garages and Service Stations .......................... “  “ 5.00
Radio or Installment Dealers .......................... “ “ 5.00
Personal Accounting ..........................................  “  7x11 2.00
Any of above Manuals SENT PREPAID in United 
States upon receipt of price, subject to refund if de­
sired upon return in good condition within 15 days.
Many other Accounting Manuals for specialized lines of business 
are available on a loan basis, upon receipt of definite information
Charles R. Hadley Company 
pathfinders
 l N  L O O S E L E A F  S Y S T E M S
G enera l Offices: Los A ngeles, C alifo rn ia
S e a t t le  S a n  F r a n c i s c o  S a c ra m e n to
P o r t la n d  D e tr o i t  N ew  Y o rk  A t la n ta
. . . F or M ore A c c u ra te , Less C ostly
Factory Production Control
Ma n u f a c t u r i n g  o r g a n iz a t io n s  using th e  M ultigrap h  m eth od  o f  
F a c t o r y  Form  W riting report su b ­
sta n tia l sav ings o f  tim e , m on ey  and  
floor space— increased efficiency— d e­
cid ed  reductions o f w aste due to  errors.
T h e M ultigraph  provides a sw ift, a c ­
curate and econom ­
ic a l m e a n s  o f  p r o ­
d u c in g  P r o d u c t io n  
Orders, Specification  
Form s, M an u factur­
in g  I n s t r u c t i o n s ,
P ie c e w o r k  L a b o r  
C o u p o n s  . . . o f te n  
printing  several o f  
th ese  form s in  co m ­
b in ation  a t one im ­
p ressio n . P roduction  
form s produced on  
t h e  M u l t i g r a p h  
g r e a t ly  a id  in  th e  
c o - o r d i n a t i o n  o f  
m a n u fa c tu r in g  d e ­
ta il, and can be k ep t  
up to  d ate co n sta n t­
ly  a t sm all cost.
A s m an y original copies o f  produc­
tio n  orders and specifications m a y  be  
p rinted  as desired— a d istin ct a d v a n ­
tage on com plicated  operations. O nly  
orders required for each d a y ’s work  
are p rinted— no obsolescence.
M an y  factories report savings o f  
25%  o f  previous co sts, w ith  th e  ad d i­
tion a l ad van tage o f  speed ing th e  start
o f  work in to  production . M ultigraph  
also effects econom ies in  th e  C ost, 
P ayro ll, Sales and A d vertisin g  D e ­
p artm en ts as w ell as in  M an u factu r­
ing  D ep a rtm en ts— another ev id en ce  
o f  its  flex ib ility  and v ersa tility . O ur  
tra in ed  rep resen ta tiv e , w ho is re g ­
u larly  in  your v ic in ity , 
w ill g lad ly  fam iliarize  
you  w ith  specific d eta ils  
o f  M u ltigrap h  profit- 
m a k in g  p o s s ib il it ie s ,  
w ith  a v iew  to  help ing  
y o u  in  r e c o m m e n d a ­
tion s to  your c lien ts. 
C o n s u lt  y o u r  p h o n e  
book , or w rite us.
T h e  P rin tin g  M u ltig ra p h . . .  
one o f 50 s ta n d a rd  m odels 
. . . is used for p r in tin g  p ro ­
d u c tio n  o rd e rs  a n d  p ie ce­
w ork tick e ts , as well as gen­
eral office form s as needed, 
speedily  an d  econom ically .
A  close-up view  of th e  special p r in tin g  u n it  show ing flexible 
b la n k e t ty p e  fo rm  for c o n s ta n t m a n u fac tu rin g  in fo rm ation , 
and  n um bering  w heels fo r in se rtin g  v ariab le  in fo rm atio n  a t  
sam e im pression.
MITLTIGRAPH COMPANY
D i v is i o n  o f  N R A
A d d r e s s o g r a p h -M u l t ig r a p h  C o r p o r a t io n
C le v e la n d , O h io  WE DO OUR PART
M u l t i g r a p h
TRADE MARK  
MULTIPLE TYPEWRITING AND OFFICE PRINTING
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T IF IE D  P U B L IC  A C C O U N T A N T
B u r r o u g h s
D U P L E X  
C A L C U L A T O R
I T ’S N E W .  . I T ’ S ELECTRIC
G R A N D  TOTAL
IN D IV ID U A L  TOTAL
ACCUMULATED TOTALS . . Touching the motor bar transfers the individual totals 
from the front dials to  the rear dials w here they accum ulate as a grand total.
FASTER SUBTRACTION . . An entirely new  feature provides the simplest and  
fastest m ethod o f subtraction on any key-actuated  calculating machine.
FRACTIONAL CENT . . The m achine gives, or takes, the half-cent as desired; or it 
accum ulates fractional amounts in the normal w ay.
ALL ELECTRIC OPERATION . .  Every operation — including clearing and transferring 
— is performed electrically at the touch o f a  key or motor bar. Electric operation is 
fast, positive, and en forces accuracy.
This n ew  B urroughs is so  n ew  a n d  d i f fe r e n t— it saves  so m uch tim e  a n d  m o n e y  
on  such  a  w id e  va r ie ty  o f  ca lcu la tin g  jo b s — you  w ill su re ly  w a n t to  se e  it d e m o n ­
s tra te d  o n  yo u r  ow n  w ork . T e le p h o n e  th e  loca l Burroughs o ffic e , o r  w rite  d irec t.
BURROUGHS ADDING MACHINE COMPANY 
D E T R O I T ,  M I C H I G A N
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The
R E S I D E N T
F ina l Exam ination
P L A N
J
U pon req u e s t, w e w ill g la d ly  m a il ou r  bo o k le t, “H ow  
to  L ea rn  A c c o u n tin g ,” to  a n yo n e  w ho  is  in te r e s te d  in  
o b ta in in g  fu l l  in fo r m a tio n  reg a rd in g  I .A .S . tr a in ­
ing. A d d re ss  th e  In te r n a tio n a l A c c o u n ta n ts  S o c ie ty ,  
In c ., 3411 S o u th  M ich igan  A v e n u e , C h icago , Illin o is .
I n t e r n a t io n a l  
A cco untants  S o c ie t y , I nc .
A  D ivision  of the 
A L E X A N D E R  HAM ILTON IN ST IT U T E
AN outstanding feature of the l course in A ccounting offered 
by the International A ccountants 
Society, Inc., is  the Resident F in a l 
Exam ination, which each student 
m ust pass before his diploma of 
graduation is  issued.
The R esident F in a l E xam ination  
Plan w as inaugurated in April, 
1925, and every student enrolled for 
the ninety-lesson I. A. S. Course 
since that tim e is  required, after  
finishing the work on his course, to  
take an exam ination held under the 
personal supervision of a Certified 
Public Accountant (or, if  a C. P. A. 
is  not available, an A ttorney at 
Law) either in the student’s home 
city or in an adjacent city.
Ju st prior to the date of exam ina­
tion, the necessary exam ination  
questions and all blank form s for 
the candidate’s working sheets, 
schedules, statem ents, and other 
papers required for the solutions, 
are m ailed to the supervising
C. P. A., as a confidential communi­
cation between him self and the
I. A. S.
The exam ination m aterial is  
handed to the student at the begin­
ning of the exam ination period. I t  
is the supervisor’s obligation to  re­
m ain w ith  the student during the 
exam ination and to insure that he 
com pletes the exam ination w ithout 
having access to textbooks, notes, 
or any outside help.
W hen the exam ination is finished, 
the papers are turned over to the 
supervisor who forwards them to  
the International A ccountants So­
ciety, Inc., in Chicago, where final 
judgm ent as to  the student’s e lig i­
b ility  for a diploma is made by the 
Active Faculty.
The same exam ination is never 
given the second tim e in the same 
city.
The Resident F in al Exam ination  
Plan assures prospective employers 
that I. A. S. graduates possess a 
thorough, tested knowledge of A c­
counting.
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WALTON TRAINING'
H a s  S t a r t e d  M a n y  M e n  O n  t h e  R o a d  t o
SUCCESS And INDEPENDENCE
Those who make the most rapid progress along the road to Success 
and Independence are generally those who enter business with spe­
cialized training. Walton training in accountancy paves the way to 
the desired goal; makes the "going" easier and the ultimate 
achievement more certain of accomplishment.
More than ever before in business history the accountancy-trained 
man is essential, fo r accountancy is the very life-blood of modern 
business, and men trained in accountancy are ably fitted  to  grasp 
and solve the great business problems of today.
Consider This Unrival led Record
Nearly 1,300 Walton students have successfully passed C. P. A. 
examinations. For nine successive years Walton trained men were 
high honor winners in American Institute examinations. Twenty-two 
honor medals have been awarded Walton students in Illinois C. P.
A . examinations. More than 200 of America's leading collegiate
schools o f commerce use Walton texts and methods in teaching accountancy. No other 





Send Now for A  Free Copy of 
"The Walton Way to a Better Day"
This inspirational book shows the many possibilities 
fo r advancem ent in executive and professional ac­
countancy. I t  describes the W alton  Courses and 
tells, in an interesting way, the true success stories 
o f W alton  graduates— o f men and women who have 
become outstanding leaders in the business world. 
"The W alton  W ay to  a Better Day" w ill show you 
how to  ge t started on the road to  Success and Inde­
pendence. You owe i t  to  yourself to  read this book. 
I t  is FREE.
M ail T he Coupon Today




W a l t o n  S c h o o l  
C o m m e r c e
510-520 M cC orm ick  
Building 
Chicago
Member National Home Study Council
W A LT O N  S C H O O L O F CO M M ERCE, 510-520 M cCorm ick Building, Chicago, Illinois
W ith o u t ob ligation  on my part, please send me a copy o f "The W alton W ay to  a Better Day," and sugges­
tions as to  what you can do to  help me advance in the business world.
Name ........................................................................................................
I A M    □  H O M E  STUDY INSTRUCTION
Address ...........................................................................................
C ity  and State .............................................................................
O ccupation ................................................................ Age . . . .
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INTERESTED   □  RESIDENT DAY CLASSES
IN □  RESIDENT EVENING CLASSES
CONSTRUCTIVE A C C O U N T IN G  
AD VANCED A C C O U N T IN G  A N D  A U D IT IN G  
SHORT INTENSIVE-ADVANCED A C C O U N T IN G  
PRINCIPLES A N D  PROCEDURE 
COST A C C O U N T IN G  - - BUSINESS LA W  
FEDERAL IN C O M E  TAX A C C O U N T IN G  
M ATH EM ATICS OF A C C O U N T IN G  
A N D  FINAN C E  
C.P.A. C O A C H IN G
D ay and E vening Classes and Home S tu d y  Instruction
S o m e  F a c t s  t o  C o n s i d e r —
W h e n  Y o u r  
C o u n s e l  i s  
S o u g h t
M A N Y  a creditable career in professional fields has dated from  the timely and candid advice given some 
younger inquirer by an experienced practitioner. To the 
accountant, for example, who may be called on to play 
this role, and who likes to base his suggestions regarding 
a good train ing source on facts, we are glad to offer cer­
tain fundam ental facts about LaSalle H igher Accountancy 
Training. Am ong others, these—
L aS a lle  T e x ts  U se d  in  460 R e s id e n t Schools
A distinct compliment to the practicality and thorough­
ness of LaSalle home-study texts. O riginated by LaSalle, 
the “Problem  M ethod” of presentation employed— by 
keeping the student steadily in line w ith specific require­
ments on the job— condenses m axim um  train ing values 
into minimum study limits. Repeated comments by 
accountants center favorably about this resultful phase 
of LaSalle training.
In stru c to rs  A r e  F u ll-T im e  C . P . A ’s
All instruction is also personally conducted by M r. W m.
B. Castenholz, A .M ., C .P.A ., whose standing in Accoun­
tancy circles is well recognized. In  addition to a full­
time C .P.A. instruction staff, an A dvisory Board of 
fifteen outstanding accounting authorities gives effective 
counsel on the various phases of this training.
O v e r  1200 C . P . A ’s A r e  L a S a lle  T ra in ed
U nder LaSalle’s direction more than 1200 Certified P ub­
lic Accountants (by exam ination) in the U nited States 
have secured partial or complete training, or taken their
C. P . A. Coaching . . .  a record to consider seriously, 
when it is remembered that there are scores of accoun­
tancy schools and courses available to the prospective 
student. F ar from  being accidental, this record we feel 
is a signal tribute to the scope and effectiveness of our 
training.
N o t a “cou rse ,” B u t a S u ccess-B u ild in g  P lan
Technical training alone never yet made a successful A c­
countant. T hat is why LaSalle safeguards every student 
with such supplem entary services as special consultation 
privileges, personality development, individualized in­
struction, progress reports to employers, and a definitely 
helpful placement service. To anyone interested, our 64- 
page sum m ary of LaSalle training will be sent w ithout 
obligation, and such a request may be the first step tow ard 
very definite professional progress.
L a S a l l e  E x t e n s i o n  U n i v e r s i t y
D epartm ent 10351-H 
M ichigan A ve. at 41st Street Chicago, Illinois
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P ress  B u ild in g , W a sh in g to n , D . C. A ll  co m m u n ica tio n s  fo r  p u b lica tio n  sh o u ld  be a d d ressed  to  
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“The w orld is weary of statesmen whom democracy has 
degraded into politicians.”
B e n j . D i s r a e l i .
The President’s Page 
Looking Forward
By W illiam C. Heaton, C.P.A.
THE American Society of Certified Public Accountants (just as organi­zations and individuals) has its past, its present and its future. If 
we would be literally exact, the present is but an instant; if we
would be practically lib­
eral in our thought, the 
present represents the year 
which will end twelve 
months hence at Kansas 
City. There we shall gather 
in convention to discuss 
the events of the year, the 
changes in social, political, 
economic and particularly 
accounting thought. The 
present year will then have 
joined the past years and 
from the experiences, the 
advances in thought and 
practice of those years we 
will go. forward into the 
future. It is in connection 
with the year just begun, 
I would comment briefly.
During the convention 
at Atlantic City, the 
Board of Directors and the 
Advisory Committee (con­
sisting of past presidents)William C. Heaton, C.P.A.
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and oth ers gave p ro lon ged  and  th o u g h tfu l co n sid era tio n  to  th e  co n tr ib u ­
tio n s  w h ich  T he A m erican  S o c ie ty  o f C ertified  P u b lic  A cco u n ta n ts  sh ou ld  
and w ill  m ake to  th e  p u b lic  w elfare , for  a fter  a ll  th e  ju stif ica tio n  for  th e  
ex isten ce  o f a  p ro fessio n  or a  p ro fessio n a l o rg a n iza tio n  is  it s  serv ice  
to  th e pub lic .
F ir s t  an d  fu n d a m en ta lly , w e sh a ll co n tin u e  to  a id  in  th e  gen era l 
recogn ition  and  p u b lic  accep tan ce  o f  th e certified  p u b lic  a cco u n ta n t cer­
tifica te  “as g ra n ted  b y  th e  S ta te s , o th er p o lit ic a l su b d iv is io n s and  th e  
p o ssessio n s o f  th e  U n ited  S ta te s  o f A m erica .” W e sh a ll co n tin u e  “to  
a ss is t  G overnm ent a u th o r it ie s  in  re g u la tin g  th e  p u b lic  p ra c tice  o f  a c ­
co u n tin g  to  th e  end  th a t  i t  m ay  becom e a leg a lized  p ro fess io n .” W e  sh a ll  
co n tin u e  to  a id  in  th e  im p rovem en t of “th e  sta n d a rd s o f th e  a cco u n tin g  
p ro fessio n .” W e sh a ll co n tin u e  to  cooperate w ith  o th er  org a n iza tio n s  
for such  im p rovem en ts. T hrough  th e  p u b lica tio n  o f T h e  C e r t if ie d  
P u b l i c  A c c o u n t a n t , th e  S o c ie ty  w ill  co n tin u e  to  m ake av a ila b le  to  
a cco u n ta n ts  an d  oth ers, th o u g h tfu l co n tr ib u tio n s o f in d iv id u a ls  to  a c ­
co u n tin g  litera tu re . I t  is  hoped  an d  believed  th a t th e  S o c ie ty ’s efforts  
a lo n g  lin e s  in co m p le te ly  sta ted  above, w ill  be an  in c r e a s in g ly  effective  
a id  to  th e  w ork  o f S ta te  so c ie tie s  o f C ertified  P u b lic  A cco u n ta n ts . 
T hrough it s  com m ittees , th e  S o c ie ty  p la n s reason ab ly  to  broaden  it s  field  
o f w ork. L et m e m en tion  but one case.
P erh a p s th ere  is  no grou p  o f p ro fessio n a l m en (o th er  th an  bankers) 
w ith  w hom  p u b lic  a cco u n ta n ts  h ave m ore freq u en t co n ta c t th a n  th ey  have  
w ith  m em bers o f th e  bar. O p p o rtu n ities  for b etter  u n d ersta n d in g  and  
g rea ter  coop eration  b etw een  a cco u n ta n ts  an d  la w y ers  w ill  be fou n d  i f  
jo in t  com m ittees w ill  ex p lo re  them . A n  illu m in a tin g  and  su g g estiv e  
paper on th is  su b ject w a s p resen ted  a t  our recen t con ven tion  by a m em ­
ber o f th e  co m m ittee  on  coop eration  w ith  th e  bar ap p o in ted  by th e  N ew  
J ersey  S ta te  S o c ie ty  o f C ertified  P u b lic  A cco u n ta n ts . Our A m erican  
S o c ie ty  h as a p p o in ted  such  a  com m ittee  and  in v ite d  th e  a p p o in tm en t o f  
a co op eratin g  com m ittee  o f th e  A m erican  B a r  A sso c ia tio n . I t  is  su g ­
g ested  th a t S ta te  so c ie tie s  con sid er  s im ila r  a c tio n  w ith in  th e ir  resp ective  
S ta tes .
The rap id  ch an ges in  ou r so c ia l, econom ic an d  p o lit ic a l l i f e  requ ire  
a ler tn ess , c lear  th in k in g  an d  courage. L et u s en ter  th e  n ew  y ea r  w ith  
confidence th a t our S o c ie ty  w ill  p la y  an  in te llig e n t , co n stru c tiv e  and  
im p o rta n t p a rt in  th e so lu tio n  o f prob lem s co n fro n tin g  th e  p rofession .
V a ca n cies  f ille d  fo r  S ta te  R e p r e s e n ta tiv e  s in ce  A u g u s t :
H A W A II— F . H om er E a to n , P u b lic  U t il it ie s  C om m ission , H o n o lu lu . 
I N D I A N A — E a r l E . T hom as, C itizen s B a n k  B u ild in g , E v a n sv ille .
N E W  H A M P S H IR E — C laren ce I. D ra y to n , 1015 E lm  S tree t, M an­
chester.
U T A H — L in co ln  G. K e lly , W alk er  B a n k  B u ild in g , S a lt  L ake C ity. 
V E R M O N T — C laren ce S. S p rin ger , 13 O ak S treet, B ra ttleb oro .
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W h a t  N e x t ?
B y  G eo rg e  P r ic e  E l l is , C .P .A .
President’s Address, Atlantic City Annual Meeting.
M Y  year as p res id en t o f  th is  S o c ie ty  h as p a ra lle led  th e  first p eriod  of 
N R A . F o r  th a t reason  and  a lso  because o f m y fa ith  and in terest  
in  th e u n d er ly in g  p r in c ip le s  it  em bodies— an in te r e st  w h ich  I have been  
at no p a in s to  con cea l— I have chosen  to  m ake N R A  on ce m ore m y top ic  
before you . S u ch  com m en t by m en o f our p ro fessio n  is  a ll th e  m ore  
n ecessary , I  believe, for th e  reason  th a t w e have th e  m ean s o f  m ore  
accu rate  ju d g m en t th an  oth ers, and  w e can, i f  w e  choose, approach  th e  
issu es  w ith o u t b ias. M uch o f th e cr itic ism  an d  th e  p erso n a litie s  w h ich  
have been in jec ted  in to  th e  s itu a to n  ten d  to  obscure fu n d a m en ta ls . N R A  
is  n o t an  is su e  o f one m an  or another, or of on e p a r ty  or another. B a s is  
for cr itic ism  th ere  m ost c e r ta in ly  is , b u t In d u str y  is  ill-served  if , in  the  
co n fu sio n  o f vo ices, i t  lo se  s ig h t o f w h a t is  p rec iou s ga in . T he am ou n t 
o f u n in te llig e n t fa u lt-fin d in g  h as been so  m uch grea ter  th a n  ca lm  cou n sel 
tow ard  p erfection , th a t both  th e  s in cer ity  an d  th e  ca p a c ity  o f b u sin ess  
lead ersh ip  h as been la id  open to  ch a llen ge. T h is ch a llen g e  m u st be m et 
by a sin g le-m in d ed  d evotion  to  w h a t is  so lid  and  rea l in  N R A .
S in ce  ear ly  sp r in g  w hen  th e u n w ie ld in ess , th e  la ck  o f c lear  p urpose  
and  o f p rec is io n  in  N R A  becam e a ll  too  obvious, th e  program  h as been  
lo s in g  h ead w ay  an d  d irection . M onths o f d r ift in g  h ave u n d erm in ed  the  
m orale both  w ith in  an d  w ith o u t th e org a n iza tio n , u n t il  i t  now  seem s  
to  som e observers th a t th e grand exp er im en t is  p a st  sa lv a g e ; th a t a ll th a t  
rem ains is  to  sw eep  aw a y  th e w reck age in  order th a t  th in g s  m ay go on  
as before.
I do n ot b elieve  th is  to  be true. I  do n o t b e lieve  th a t N R A  is  p a st  
sa lvage. I  do n o t b e lieve  th a t in  i t s  e sse n tia ls  i t  ou g h t to  be w recked. 
I do n o t b e lieve  th a t w ith  N R A  o u t o f th e  w ay , th in g s  cou ld  go on as 
before. I t  w a s H en ry  A d am s, th a t seer o f A m erican  le tte r s , w ho, in  1912, 
nam ed th e  year  1917 as th e  d a te  a t w h ich  a probab le rev o lu tio n a ry  acce le ­
ra tio n  o f th o u g h t w o u ld  tak e p la ce .1 T h at a cce lera tio n  h as tak en  p lace, 
and w e have m oved so fa r  and  so fa s t— w h eth er w e recogn ize  i t  or n o t—  
th a t th ere can  be no tu rn in g  back to  th e  q u iet tem po o f ear lier  decades  
o f th e cen tu ry .
I t  is  d ou b tfu l, in d eed , w h eth er  in  sp ite  o f  th e  w ea r in ess  and  n o s­
ta lg ia  for  th e  “good  o ld  tim es ,” w e w o u ld  go  back  i f  w e could . Labor  
has ga in ed  under N R A . W ill  L abor forego  th o se  g a in s?  B u s in e ss  has  
profited  in  cer ta in  resp ects. W ill  B u s in e ss  g iv e  up  th ose  hard-w on  
p led ges?  G overnm ent h as sta r ted  a b ear: dare i t  le t  go o f th e ta il?  
The p u b lic  ap p roves em o tio n a lly :  can  i t  re ject lo g ic a lly ?  The very  
in er tia  o f th ese  forces, so h ard  to  b rin g  to  bear in  a cr is is , n ow  op erates  
a g a in st  stop p age  or a  sudden  ch an ge o f d irection .
1Henry Adams, The D eg ra d a tio n  of D em o cra tic  Dogm a.
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L et u s ad m it, fo r  th e  sake o f argu m en t, th a t th e N a tio n a l In d u str ia l  
R ecovery  A c t  o u g h t not, in  it s  p resen t form , to  have becom e law . L et  
us a d m it th a t th e  A d m in is tra tiv e  m ach in ery  o u g h t n o t to  h ave been  
a llow ed  to  grow  up  in  it s  p resen t form . T hese are ser iou s h an d ica p s to  
th e  su ccess o f  th e  m ethod  chosen  to  d eal w ith  a p a r ticu la r  problem . The  
m ethod  m ay be w eak  in  th ese  resp ects, an d  s t i l l  be re la tiv e ly  th e  b est 
approach  to  th e  problem . T hese m ista k es m ig h t have been avoided , the  
fa c t  th a t th ey  w ere n o t does not, how ever, n eg a te  th e  a ttem p t to  deal 
w ith  th e  m ain  issu e . N R A  m ay fa il, but w e sh a ll s t i l l  h ave w ith  u s the  
problem  o f b u sin ess  organ iza tion . I t  is  th is  problem  w h ich  dem ands  
to  be th o u g h t th rough . A n d  w e s t i l l  have it . I t  is  u n fo r tu n a te  th a t th e  
code p h ases o f  N R A  had  to  be a ttem p ted  in  an  em ergen cy  s itu a tio n  such  
as w e have been g o in g  th rou gh  because it  h as been m ixed  up  w ith  a grea t  
m an y oth er a c t iv it ie s  p u re ly  o f an em ergen cy  or r e lie f  m easu re and  w e  
have lo s t  s ig h t o f th e  rea l u se  as it  a ffects  in d u stry . T h at is  a p h ase  of  
N R A  I have been  in terested  in  b ecau se in  25 y ears o f ex p er ien ce  in  
w ork in g  w ith  trad e  a sso c ia tio n s  w e faced  th ese  fa c ts . U n d er S ecretary  
H oover, w hen  he w a s S ecreta ry  o f C om m erce, th ere  w a s an a ttem p t m ade  
th rou gh  th e  tra d e  p ra ctice  con feren ces an d  th e ir  ru lin g s  an d  a g a in  w hen  
Mr. H oover w as P res id en t, h is  ow n  F ed era l T rade C om m ission  cam e out 
w ith  s ta tem en ts  w ith  regard  to th is  m atter.
I  can n ot see how  fu n d a m en ta lly  th ere  is  an y  d ifferen ce  b etw een  th e  
problem  tod ay  and  th a t back th ere  s im p ly  b ecau se w e are under an oth er  
A d m in istra tio n , an d  I am  a  R ep u b lican  w h en  I  sa y  th at.
S en a to r  W illia m  E . B orah  in  a F o u rth  o f J u ly  b road cast over 
N B C , declared  h is  so lu tio n  o f th e  problem . “ I w ou ld  rep ea l th e  p ro­
v is io n  o f la w  w h ich  su sp en d ed  th e A n ti-T ru st la w  and  I w ou ld  enforce  
th ose  la w s .”2 T he so lu tio n , how ever, is  n o t so easy  as th a t;  in d eed , h is  
p rop osa l is  n o t a  so lu tio n  a t a ll.
The S h erm an  A n ti-T ru st A c t w as no sooner p assed  th an  i t  h ad  to  
be “tin k ered  w ith  to  m eet sp ec ia l cases.” S a y s  a  w riter  up on  c o n st itu ­
tio n a l la w 3:
“ S in ce  1890, p rogress in  p ro tec tin g  th e  r ig h ts  an d  in terests  of 
the A m erican  p eop le  has co n sisted  m a in ly  in  su sp en d in g  th e  A ct, 
en ab lin g  co m m ission s to  sa n c tio n  breaches o f la issez -fa ire .”
O p eration  o f  th e  A n ti-T ru st la w s for m ore th an  40 years b efore the  
N a tio n a l R ecovery  A ct, had  n o t p reven ted  a g ro w in g  cen tra liza tio n , nor  
h a lted  th e  stea d y  u n d erm in in g  o f sm a ll u n its , n or p ro tected  th e  com ­
p etito r  from  th e fr u its  o f com p etition . L aw  cou ld  n o t s ta y  th e w ork in g  
o f ir r e s is tib le  econ om ic forces. A n d  how ever m uch N R A  m ay have  
erred  in  a p p lica tio n , i t s  reco g n itio n  o f th is  fa c t  is  sou n d  an d  forw ard  
look in g . M onopoly  an d  U n restra in ed  C om p etition  are s t i l l  p op u lar  m a te ­
r ia ls  o f p o lit ic a l w arfare, b u t th ey  are n on e  th e  le ss  a  b it  o u t o f date.
2Certified Public Accountant, Sept., 1934, p. 521.
3John Corbin, Forum  90 : No. 2 (Aug., 1933).
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T he co n test for  b u sin ess  in te g r ity  and  so c ia l secu r ity  is  n o t to  be w on  
by d u e lin g  in  th e  p o stu re  an d  w ith  th e  w eap on s o f an  ear lier  gen eration .
The leg a l re la tio n  o f N B A  to  th e  co n cu rren t A n ti-T ru st la w s is  a  
ju d ic ia l q u estion  y e t  to  be decided , b u t th e  su p er io r ity  o f  N R A  p r in c ip le  
to  th a t o f th e  A n ti-T ru st la w s is , I  believe, above ch a llen ge. N R A  sta n d s  
for a  m an y-sid ed  coop eration — coop eration  b etw een  B u sin e ss  and  G ov­
ernm ent, coop eration  b etw een  E m p lo y er  an d  E m p loyee , coop eration  
am ong in d u str ie s  an d  am on g b u sin ess  m en. O ur ex p er ien ce  w ith  co­
op era tion  is  so lim ited , i t  is  h ard ly  to  be w ondered  a t  th a t in  a y e a r ’s 
tim e w e have n o t p erfected  th e  tech n iq u e, nor w h o lly  m ad e over th e  h ab its  
o f gen era tion s. T he ch arges o f fa ilu re  a g a in st N R A  h ave been  charges  
of fa ilu re  to  cooperate. Can th ese  ch arges be m et, th e  w eak n esses over­
com e?
G overnm ent h as been a d m itted ly  h asty , ig n o ra n t, d om in eerin g , in  
s itu a tio n s  w h ere b u sin ess  ex p erien ce  m oved  w ith  u tm o st ca u tio n . In  a  
w ord, G overnm ent h as been b u reau cra tic  to  a  n o x io u s degree. T h is a t t i ­
tu d e  w as ep itom ized  in  a recen t sta tem en t o f a te n ta tiv e  p o licy  on “lo w est  
reason ab le  co st.” T he in stru c tio n  con clu d ed 4 :
“In  th is  exp er im en ta l sta g e  * * * w ith o u t su ffic ien t p re c e d e n t  
to  in d ic a te  w h ere a  fa ir , reasonab le, an d  effec tiv e  course o f  a ction  
lie s , i t  is  e sse n tia l th a t in d u stry  u n d erstan d  and  a p p rec ia te  th e ab so­
lu te  n ecess ity  o f th e  ex erc ise  o f p ra ctica l ju d g m en t on th e  p a rt o f th e  
A d m in istra to r . * * *”
B u sin e ss  m en m ay w e ll be sk ep tica l o f th e  “ex erc ise  o f p ra c tica l  
b u sin ess  ju d g m en t” b y  p o lit ic ia n s ;  and  m ay  w e ll v iew  d is tr u s tfu lly  so  
d an gerou s a  reservation  o f econom ic pow er to  p o lit ic a l hands. A p a rt  
from  th e  la ck  o f b u sin ess  u n d ersta n d in g  in  th e  m a jo r ity  o f p o lit ic a l  
ap p o in tm en ts and  th e exp en se  o f such  con tro l, th ere  is  th e  fu rth er  dan ger  
in h eren t in  u n sta b le  p erson n el su b ject to  th e  sp o ils  system .
N ow , w h eth er  or n o t th is  b u reau cratic  a ssu m p tio n  o f p ow er is  
a llo w ed  to  con tin u e , on ce  th e  cu rren t N R A  h ou se-c lean in g  and rem od el­
lin g  is  done, th e  an sw er  is  th e sam e. T here m u st be, a s  I  see it , m ore  
B u sin e ss  in  G overnm ent. I f  th ere  is  d an ger o f too  m uch G overnm ent 
in  B u sin ess , th ere  is  eq u al d an ger o f n o t enough  B u sin e ss  in  G overnm ent. 
I can n ot exp ress too  stro n g ly  m y b e lie f th a t B u s in e ss  m en m u st ta k e  h old  
o f th is  th in g  w ith  a ll  th e  courage an d  in te llig e n c e  o f w h ich  th ey  are  
capable. T he a ltern a tiv e  is  G overnm ent in  B u s in e ss  w h ich  in  th e  end  
m ean s p o lit ic s  in  b u sin ess— an  u g ly  th in g  to  con tem p la te . U n le ss  b u si­
n ess  m en w a n t rea l freedom  in stea d  o f th e m en ace o f  “sp ec ia l p r iv ileg e  
o f  a  ra th er  lo w  v a r ie ty ,” th ey  m u st a ct s tr o n g ly  in  th e ir  ow n  behalf. 
In  b u sin ess  an d  in  p o lit ic s , as w e ll as on th e  fo o tb a ll field , th e  b est d e­
fen se  m ay be a good  offense. B u sin ess  m u st tak e th e  o ffen sive  in ste a d  o f  
su p in e ly  lo ok in g  to  W a sh in g to n  for lea d ersh ip  an d  a u n iv ersa l panacea.
W h a t a  sp ecta c le  i t  is  to  behold  b u sin ess m en cry in g  lo u d ly  for  “less
4B lu e  E ag le , V o l. 1, N o . 7 ( J u ly  23, 1 9 34 ).
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govern m en ta l in ter feren ce ,” and  in  th e  n ex t breath  b egg in g  th e  h elp  of 
govern m en t to  overcom e ob stacles. H ow  absurd  to  ch a llen g e  govern m en t  
in terferen ce, w h ile  in  th e  m a tter  o f code assessm en ts , d em an d in g  th a t  
govern m en t m ake such  a ssessm en ts  m andatory . M andatory  code a sse ss ­
m en ts y ie ld  “th e  pow er o f th e p u rse” o f in d u stry  to  p o lit ic a l control.
H ow  sh o rtsig h ted , too, to  look  to  govern m en t to  en force  th e  “self- 
govern m en t” o f in d u stry . C annot vau n ted  b u sin ess run  its  ow n affa irs, 
cooperate lik e  gen tlem en , co llec t it s  ow n  fu n d s?
B u sin e ss  is  n o t ob liged  to look  to govern m en t to en force  fa ir  code  
ru les. In d u str ia l lead ersh ip  w h ich  is  w ill in g  to bend it s e lf  to  th e  hard  
ta sk  o f w ork in g  th e  p la n  out, m ay provide for code en forcem en t th rou gh  
“liq u id a ted  d am ages.” N R A  it s e lf  h as la te ly  em phasized  th e  d es ira b ility  
o f m o d ify in g  th e  codes in  th is  resp ect so as to  render en forcem en t an  
in d u stry  rath er  th a n  a govern m en t affair. I s  i t  n o t a  com m entary  th a t  
th rou gh  th e  storm  o f cr itic ism , th is  co n stru ctiv e  su g g estio n  sh ou ld  com e  
from  N R A  rath er  th an  from  b u sin ess, th ou gh  th e p lan  w as d esign ed  in  
th e  first p la ce  in  th e  s tee l in d u stry ?
In  th is  v iew , th e  organ ized  o p p osition  o f  b u sin ess in terests  to  N R A  
n ow  ta k in g  shape, so fa r  from  b ein g  a s ig n  o f fa ilu re , is  the m ost ch eerin g  
om en in  a year and  a  h a lf  o f code developm ent. I t  is  a  good  s ig n  th a t  
b u sin ess is  n o t g o in g  to le t  govern m en t do it. I t  is  a  poor s ig n  if  b u sin ess  
as a  w hole , re fu ses  to  fa ce  th e  rea l issu e  and th in k  th e  problem  th r o u g h ; 
i f  b u sin ess, in  short, m ere ly  ob stru cts forw ard  m ovem ent. B u sin ess  m u st  
p u ll i t s  ow n  w e ig h t— an d  th a t n o t o n ly  in  th e  b u sin ess  w orld , b u t a lso  
in  th e p o lit ic a l w orld .
I t  is  no lon ger  p ossib le  to  argu e th a t b u sin ess an d  govern m en t are  
sep arate , m u tu a lly  e x c lu s iv e  w orlds. So fa r  from  b ein g  sep arate  th ey  
are so c lo se ly  bound  to g eth er  th a t i t  is  n o t p o ss ib le  to  th in k  o f one ap art  
from  th e other. T here is  no p u re ly  p o lit ic a l q u e stio n ; th e  grea t p u b lic  
issu es  are econom ic a s  w e ll as p o lit ic a l in  th e ir  bearing. T herefore, th eir  
so lu tio n  can n ot be le f t  w h o lly  in  p o lit ic a l h an d s. I f  govern m en t h as  
seem ed to  in tru d e  w a n to n ly  in  th e  field  o f b u sin ess, i t  is  n ot m erely  
p o lit ic a l s tr a te g y ;  i t  is  b ecau se govern m en t h as been q u ick er  th an  b u si­
n ess to  rea lize  th e  “so c ia l resp o n sib ility  o f b u sin ess .” I t  is  now  tim e  for  
b u sin ess in  tu rn  to  rea lize  it s  p o lit ic a l r esp o n sib ility .
O ur c o n stitu tio n a l govern m en t does n o t p rovid e for b u sin ess  rep re­
sen ta tio n  in  th e  C ongress. T he resu lt  has been lob b y in g , vote-buying , 
in tim id a tio n — n o t a  p re tty  record for b u sin ess  to  p o in t to , no m atter  how  
n ecessary . N R A  afford s o p p o rtu n ity  to  su p p la n t th ese  back-door m eth ­
ods o f se lf-p ro tectio n , w ith  th e  vo ice  o f rea l a u th o rity . W e have “eco ­
nom ic s ta te s” in  th is  co u n try  w h ich  have never had  a  h ea r in g  am ong  
peers. N R A  prop oses n o t o n ly  such  a h ea r in g  b u t co n tin u o u s and in flu ­
e n tia l rep resen ta tio n  o f such  s ta te s  in  th e  h a lls  o f governm ent.
The o p p o rtu n ity  is  there. B u sin ess  h as o n ly  to  show  a broad- 
v isio n ed  lead ersh ip , u n iv ersa l ap p rec ia tion  o f th e  so c ia l asp ect o f b u si­
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ness, and  a se lf-d isc ip lin e  eq u al to  its  o b liga tion s.
There are con tem p tu ou s m en w ho d oubt b u sin ess can  m easu re up. 
T hey p o in t to  th e  b ig o try  of m an y  o f th e codes, th e  b ru ta l d isregard  in  
som e in sta n ces  o f th e  problem  o f th e  sm all u n it, th e  su sp ic io n  and  se lfish ­
n ess th a t em broidered  m an y  a  code in  u g ly  p attern s. T hey p o in t to  code  
a u th o r itie s  drunk w ith  pow er, to  th e  in d ifferen t d isc ip lin e  an d  ign oran ce  
in th e  ranks, to  th e  p ro h ib itiv e  co s t  o f r ig h tin g  sm a ll w ron gs, to  th e  “ter ­
rorism ” o f th e  B lu e  E a g le ;  to  in terco d e  conflict. T hey  p o in t to  th e  im ­
p ossib le  ju m b le  o f  “h o rse-tra d in g ” and  lack  o f p o licy  in  th e N R A .
Y et th e  s itu a tio n , con fu sed  and  a w fu l as i t  is , can be cured. A nd  
the p rescr ip tio n  is  com in g  from  b u sin ess. T he str ik e  o f the N a tio n a l  
C oal C ode A u th o r ity  a g a in st  n eed less  d ic ta tio n  from  W a sh in g to n , w as  
a h e lp fu l p ro test a g a in st reg u la tio n  th a t had grow n  to  in terferen ce.
The p rop osa l for  o rg a n iz in g  C ode A u th o r itie s  o f re la ted  in te r e sts  to  
w ork ou t con flic ts  and  b rin g  togeth er  lead ersh ip  in  a com m on effort, is  
an in d ica tio n  th a t b u sin ess  lead ersh ip  is  ta k in g  hold .
Such  u n ity  am on g  code h ead s m u st d evelop  for a  num ber o f r e a s o n s :
1. To preserve th e  N R A , m a in ly  th e  hour, th e  w a g e  an d  th e basic  
fa ir  p ra ctice  p ro v is io n s n ecessary  to  sa fegu ard  b u sin ess for th e  
in creased  co sts  o f  th e lab or p ro v is io n s;
2. To a ct as a so u n d in g  board for N R A  in  th e  d eterm in a tio n  o f N R A  
p o lic ie s ;
3. To afford  in d u stry  an  op p o rtu n ity  o f  d ev e lo p in g  u n ifo rm ity  o f  
proced u re in  a d m in ister in g  th e  codes, th rou gh  exch an ge  o f ex p e­
r ien ce  an d  tech n iq u e;
4. To lea d  to  an  ev en tu a l co n cen tra tio n  o f code com p lian ce  a c t iv i­
tie s , th u s  red u cin g  the co st to  sm all groups.
H ere and  th ere u n d er ca lm  cou n sel, codes a re  b ein g  sim p lified ; d e­
ta iled  and  im p o ssib le  p ro v is io n s are b ein g  tak en  o u t in  favor of a  gen era l 
a u th o r iza tio n  to  th e  C ode A u th o rity . T he am b igu ou s labor c la u ses  are  
in  process o f in te r p r e ta tio n ; a  p o licy — if  on e m ay  ca ll i t  th a t— is  b ein g  
developed  by tr ia l and  error. In  th e  p rocess, In d u str y  as w e ll as Labor  
m u st ch an ge i t s  th in k in g . T he b ru isin g  b a ttle  w e  h ave been w itn e ss in g  
has n ot been an  e d ify in g  sp ectacle . I t  is  a  co n test o f force, m arked  by  
a stubborn  u n w illin g n e ss  to  regard  each  other ex cep t a s  op p on en ts to  be 
overcom e by an y  an d  a ll m eans. A d m ittin g  th e  c la im  th a t th ere  is  rack ­
e teer in g  an d  ex p lo ita tio n  in  labor ran k s w h ich  p rec lu d es rea l coopera­
tion , is  n o t th e  an sw er  to  be fou n d  in  g e tt in g  r id  o f th e  o b stac le  to  co ­
operation ?  W h y  n o t a  C ode for Labor, w ith  books open  to  scru tin y ?  
In  a ll th e  “h orse-trad in g” for  se lf-govern m en t w h y  n o t have trad ed  for  
th a t?  T he L abor c la u se  o f N a tio n a l In d u str ia l R ecovery  A ct, C lau se 7-a, 
w as ad m itted  by G eneral J o h n so n  to  be th e “h ea v iest burden  up on  N R A  
su ccess. I t  p u ts  a prem ium  upon rack eteerin g . M u st In d u stry  a ccep t  
th is  s itu a tio n  w ith o u t d o in g  a n y th in g  ab ou t it , ex cep t fight i t  out in d i­
v id u a lly ?
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C olon el N e lso n  B . G a sk ill p o in ted  o u t ear ly  in  th e  N R A  d evelop m en t  
th a t th e  tru e  s ig n ifica n ce  o f th e  Labor c la u ses  w as th a t th e  l im it  w as set 
upon  w ages.
“F o r  th e  first tim e ," he declared , “th ere w ill  be esta b lish ed  a  
m easu rem en t by w h ich  th e  reason ab le  e x te n t  o f w a g e  to  be reached  
by co llec tiv e  b a rg a in in g  or an y  o th er p ro cess  can  be d eterm ined  
a lm o st w ith  m a th em a tica l accu racy  provided  th a t cost a cco u n tin g  
does its  w ork .”5
T he R ayon  an d  S ilk  D y e in g  and  P r in tin g  In d u stry  la s t  M ay and  
n ow  th e N a tio n a l B o o t an d  Shoe M an u factu rers C ode A u th o r ity  have  
gon e on record  for th e  e lim in a tio n  o f a ll “fa ir  trad e p ra ctice  p ro v is io n s" 
from  th e  codes. T h is m ay  be a m ove in  th e  r ig h t d irection , i f  it  be 
p re lim in a ry  to  p u tt in g  reason ab le  ru les  in  p la ce  o f th e  h a sty  an d  ill-  
con ceived  “tra d e  p ra ctice  p ro v is io n s” w h ich  have w eak en ed  m an y  o f th e  
codes. C ode-m akers have n o t been co n ten t to  l im it  th e  “fa ir  p ra c tice” 
p ro v isio n s to  th e  esta b lish ed  p reced en ts o f th e  F ed era l T rade C om m is­
sion ,— p reced en ts d evelop ed  from  exp erien ce  and  ed u ca tio n  in  b u sin ess  
eth ics. P erh ap s, o n ly  by tr y in g  to  en force  th e  o ften  r id ic u lo u s  and  im ­
p o ss ib le  r e str ic tio n s  in  th e  codes can  a  group  as a w h o le  learn  q u ick ly  
th e ir  error. O n ly  fa ir  p ra ctice  p ro v is io n s h ave p la ce  in  th e  codes, w hich  
are in  lin e  w ith  F ed era l T rade p recedent, s tren g th en ed  in  resp ect to  th e  
r ig h t to  com pel o b stru ctiv e  m in orities.
The g en era l p r in c ip le  o f cost-p ro tection  h a v in g  been acknow ledged  
in  m o st codes, i t s  scope an d  p urpose in  tim e  w ill  be u n d erstood . I t  is  o f  
th e  very  essen ce  o f th e  m atter , and  th o se  w h o q u estion  th is  degree of p rice  
con tro l do n ot, I  am  sure, ta k e  a ll th e  fa c to rs  in to  accou n t. S en tim en t  
for th is  m easu re had  been s te a d ily  g ro w in g  lo n g  before N R A . I t  w as a  
con sp icu ou s fea tu re  o f m an y  a trad e p ra ctice  conference. T hree m on th s  
after  P res id en t H oover’s in a u g u ra tio n , A bram  F . M yers, form er ch a ir­
m an o f  th e  F ed era l T rade C om m ission , w rote  in  N a tio n ’s B u sin ess , “The  
tim e  w ill  com e w hen  se llin g  b elow  co st w ill  be m ade u n la w fu l.” T h at  
tim e h as com e. W e are com m itted  to  th e  p r in c ip le  o f recovery  o f cost  
as th e  b a sis  o f our sy stem  o f reg u la ted  com p etition .
B u t b u sin ess  does n o t y e t  u n d erstan d  w h a t th is  step  m eans.
I t  seem s ob viou s th a t th e  cost program  o f th e  codes is  a im ed  a t  en d ­
in g  “d estru ctiv e  p r ice  c u tt in g .” Y et in d u stry  w en t o ff a t a  p rice-fix ing  
ta n g e n t an d  stirred  up  a  h o rn et’s n est. I t  is  a  w eak n ess of N R A  th a t  
no p o licy  w a s la id  d ow n  in  th is  m atter  for m ore th an  a  year, an d  th a t  
th e  re su lt  o f th e  jo ck ey in g  has been “em ergen cy  p r ice-fix in g ” on th e  one  
hand , and  on  th e  o th er  hand  a com p lete  la ck  o f u n ifo rm ity  in  co st p ro ­
tec tio n  am on g th e  codes. A s a r e su lt  th e  cross p o lic ie s  ca n n o t be cured  
a t once, b u t m u st be w orked ou t for each in d u stry , s lo w ly  and  by n eg o ­
t ia tio n ,— a ted io u s b u sin ess.
The stru g g le  h as n o t been fr u itle ss , how ever. T he p r in c ip le  o f “lo ss
5N.A.C.A. Y earbook  1933, p. 171.
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lea d er” h igh -p ressu re se llin g  has been n a iled , th e  su b stitu tio n  o f  q u a lity  
for p r ice  co m p etitio n  h as begun.
I th in k  one o f th e  m ost s ig n ifica n t th in g s  is  th e  a tte n tio n  th a t is  
bein g  g iven  N R A , and w hen  w e go  dow n th ere  w ith  co st form u la , on e of 
the first th in g s  th a t com es up  for  d iscu ssio n  is  th e  q u estio n  o f th e d eter­
m in a tio n  o f th e  w h o le  q u a lity  o f th e  a r tic le  to  be so ld , p ro tec tin g  th e  
pu b lic  a g a in st m isrep resen ta tio n , in fer io r  q u a lity  good s p u t ou t as b ein g  
equal to  a q u a lity  artic le . I th in k  th ere  is  a fine p iece  o f co n stru ctiv e  
w ork go in g  on th ere  th a t is  very  c lo se ly  a llie d  to  our w h o le  cost program .
T he b ela ted  a n n ou n cem en t by N R A  of it s  w ork in g  d efin ition  o f lo w ­
est reason ab le  cost la y s  dow n a m ost s ig n ifica n t ru le. I t  is  th a t “lo w est  
reason ab le  c o s t” is  n o t a  figure b u t a p o in t on a sca le , and  th a t  p o in t is  
d eterm in ed  by th e  grou p  co sts  o f th e  m ost effic ien t concerns, barrin g  
ex cep tio n a l and  n on -rep resen ta tive  c ircu m stan ces.
The p ath  here m arked  o u t is  an in v ita tio n  to  m an agem en t,— an d  to  
acco u n tin g  as th e  too l o f m an agem en t. A cco u n ta n ts  m u st lea d  an d  in  
th is  w ork th ey  can n ot afford  to  be sw ayed  by em otion , p reju d ice  or p o li­
tics. A cco u n ta n ts  m u st rea lize , su re ly , th a t b u sin ess  m u st be p u t on  a  
b etter  b asis, and th a t  th e b est w a y  to do th is  is  th rou gh  co n tro l o f b u s i­
n ess  by b u sin ess. T he tru e  fu n ctio n  o f N R A  is  n o t to  d ic ta te  b u t to  
a rb itra te ; is  n o t to  r e s tr ic t  but to  g ra n t to  b u sin ess  a larger  freedom  to  
fu lfill i t s  so c ia l ob lig a tio n s. T he o n ly  req u irem en t is  th a t in d u stry  tak e  
h old  w ith  a  w ill.
T rade grou p s are b eg in n in g  to  rea lize  th is . T hey are b eg in n in g  to  
learn  how  to  w ork  togeth er , to  see th e ir  prob lem s a s  a  w h o le  rath er  th an  
p iecem eal. T h ey  are b eg in n in g  to a tta ck  them  u n ited ly . M any p rocesses  
can  be speeded  u p ; th ere  is  no sh o rt cu t to  ed u ca tio n  an d  experience. 
T he re-ordering an d  im p rovem en t o f b u sin ess  r e la tio n sh ip s  is  a  lon g , 
s lo w  process, w h ich  N R A  h as o n ly  begun. T he problem  rem ain s w h eth er  
or n o t N R A  is  c a s t  in to  th e  d iscard , ju st  as th e  problem  o f c lea n in g  up  
th e  secu r ity  m ark ets, th e  problem  o f w in n in g  econom ic secu r ity  for th e  
w orker, th e  problem  o f  sa feg u a rd in g  n a tu ra l resou rces, and  a h o st of  
other so c ia l issu es  w o u ld  rem ain  even th ou gh  a ll recen t le g is la t io n  w ere  
w ith d raw n . I f  th e  m eth od s a ttem p ted  have an y  v a lu e  w h atever  for the  
en d s sou gh t, le t  us a d ju st them  w ith  care to  th e  p u rp ose  in  v iew , rather  
th an  ca st them  a sid e  a t th e  first ev id en ce o f fr ic tio n .
T he p o in t w h ich  I  ca n n o t too s tro n g ly  s tre ss  is  th e  prob lem s a t th e  
root o f  N R A  m u st be s o lv e d ; w e can n ot tu rn  our backs and  retu rn  to  th e  
old days. T h at b e in g  tru e, th e  p resen t m ean s tak en  to  so lv e  th ese  prob­
lem s m ay  n o t be th e  b est m eans, but th ey  are b etter  th an  none. T hey  
have accom p lish ed  som eth in g . H o w  m uch m ore th ey  can do re sts  
w ith  u n se lfish  co n stru ctiv e  b u sin ess  lead ersh ip . I t  is  for  b u sin ess e ith er  
to  p erfect th e  m ean s or to  find a b etter  m ean s i f  i t  can. T he u n d er ly in g  
problem  o f d ecen t econ om ic secu r ity  m u st be solved . O nly  b u sin ess  
b ra in s and exp er ien ce  can  do it.
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S o m e  E c o n o m i c  A s p e c t s  o f  T a x a t i o n *
by L a w r e n c e  W i l l i a m  R o b s o n ,  F.C.A., London
T H E  functions of an Accountant in present-day society appear to broaden 
w ith every passing year. N o small part of 
the grow th of the Accounting Profession 
is due to the responsibilities which are 
th rust upon it by recent trends in public 
finance, particularly with regard to the 
phenominal increase in direct and indirect 
taxation during and a fte r the W orld W ar.
M any criticisms, no doubt merited, have 
been made of the attitude of the A ccount­
ant to his increasing responsibilities and I 
would recall that of the well-known econo­
mist, S ir Josiah Stamp, in his paper “Eco­
nomics as an E xact Science— An Appeal 
to Accountancy.” M ay I quote his own 
w o rd s:
“There are obvious ways in which statis­
tics and costing can make a better ac­
countant. There are less obvious and di­
rect ways in which economic thinking 
may also do so. In  the higher walks of 
policy, in membership of any committees 
of national im portance to which his pro­
fessional competency may lead him, he 
m ust be the better for a large grasp of 
the problems in hand in their wide eco­
nomic significance, and fo r being more 
than a legally trained “figure m erchant” 
skilled in the presentation of numerical 
records. Even in a narrow er sense, the 
development of accountancy with the
* M r .  R obson was th e  S pec ia l G uest o f  T h e
A m e r ic a n  S oc ie ty  d u r in g  the  A t la n t ic  C ity  M e e t­
in g . M r .  R obson  q u a lif ie d  as a ch a rte re d  ac­
co u n ta n t w hen tw e n ty -o n e  yea rs  o ld  and jo in e d
th e  L o n d o n  s ta ff o f P eat, M a rw ic k ,  M itc h e ll &  
C om pany. L a te r  he en tered  in to  p a rtn e rsh ip
w ith  M r .  Coates, a f te r  w hose  death  the  p ra c ­
tice  w as m e rged  w ith  th a t o f  Joh n  C raggs
&  Co., founded  b y  S ir  John  C raggs, deceased, 
one o f  the  f i r s t  m em bers o f  th e  C o u n ­
c il o f  the  In s t itu te  o f  C h a rte re d  A c c o u n ta n ts  in  
E n g la n d  and W a le s . H e  is n o w  sen io r p a rtn e r  
o f  K a y , R obson &  C om pany, C h a rte re d  A c ­
coun tan ts . O n  the  c o n s tru c tiv e  side o f  the  p ro ­
fess ion , M r .  R obson re ce n tly  p re p a re d  a pam ­
p h le t on “ T h e  P la n n in g  and In s ta ll in g  o f  A c ­
co u n ta n cy  S ystem s,”  w h ic h  w as pu b lish e d  by  
Gee &  Co., L td .  H e  has been an ex te ns ive  
t ra v e lle r  in  connec tion  w ith  p ro fe ss io n a l engage­
m ents, o n ly  re ce n tly  re tu rn in g  f r o m  a business  
jo u rn e y  to  the  S o v ie t U n io n .
evolution of industry and society is go­
ing to be better if its received principles 
are shot through with light from  other 
angles than the legal, the financial and 
the technical.”
Sir Josiah Stamp went on to  make this 
capital charge against accountancy— that 
scientific accountancy had been developing 
fo r some fifty years, but there was as yet 
no trace that it had made a single contribu­
tion to economic science over its own field 
of the analysis o f the results of industry, 
although it had practically a monopoly grip 
of the required data.
This inditem ent has no doubt some 
foundation, and it is at the moment diffi­
cult to see how it is possible, with the pro ­
fession organized in its present manner, 
fo r it to produce co-ordinated statistical re­
sults over wide fields of industry.
However, some contributions to eco­
nomic science are undoubtedly being made, 
and one could quote a t considerable length 
the names of eminent accountants who
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have given im portant evidence on industrial 
and financial m atters before Government 
committees, both in England and America.
Someone once wisely said that “ I t  is con­
flict of intellect which lights the torch of 
knowledge” and this tendency of the ac­
countant to take a keen interest in eco­
nomic problems is all to the good, because 
he is undoubtedly at times able to bring 
to bear facts he has elucidated in his work, 
with which to check up economic theoris­
ings which sometimes have no factual 
basis.
I do not think for one moment that we 
should in fer from  the criticisms of Sir 
Josiah Stam p that the accountant should 
be “less of an accountant and more of an 
economist,” bu t merely that the profession 
should take every opportunity to provide 
economists w ith inform ation and practical 
views which will enable that science to be 
more exact than it is at the moment.
I t  is in this spirit therefore that I ap­
proach my subject as I am not unm indful 
of the responsibilities of the accountant in 
daring to discuss some economic aspects of 
taxation. I have been particularly  careful 
to deal with m y subject from  an account­
an t’s point of view, and have chosen those 
aspects which are continually being consid­
ered by the thoughtful accountant in his 
daily work.
D e v e l o p m e n t  o f  P u b l i c  F i n a n c e  a s  a  
S c i e n c e
B efore I draw  your attention to the re­
cent alarm ing grow th in both direct and 
indirect taxation, and its economic aspects, 
I propose in a brief m anner to discuss the 
development of the science of public 
finance, which is as you know of com­
paratively recent growth.
The early races had a highly exaggerated 
view of the importance and omnipotence of 
the state which meant a correspondingly 
low idea of the rights of the individual to 
be taxed fairly and equitably. The state 
was all im portant, the individual of no 
importance.
N ot till the last half of the eighteenth 
century, did public finance as a study be­
come form ulated in the ideas of the “m er­
cantilists” in England, “Physiocrats” in 
France and “K am m eralists” in Germany. 
T he grow th of the money economy led
these w riters to investigate methods by 
which the state could obtain enough money 
for its needs.
S tate income and expenditure were 
analysed, and crude attem pts made to in­
vestigate the effects of the state finance.
Adam  Sm ith in 1776 was the first econo­
m ist to state clearly the broad effects of 
governm ent finance in the economic sphere, 
and to form ulate those principles which 
were to be recognized as a sound basis of 
a fiscal system.
I t  is interesting to note tha t they are 
only partially applied in the soundest of 
m odern systems of public finance. They 
are as fo llow s:
1. There m ust be equality or equity of 
sacrifice.
2. There m ust be the quality of certainty 
as to the exact liability of tax.
3. There m ust be the quality of conven­
ience— i. e. the tax  m ust be convenient 
to  the taxpayer in time o r place of 
collection.
4. There m ust be the quality of economy 
— i. e. the cost of collection m ust be 
as low as possible.
In  the absence of these guiding princi­
ples and before even their partial accept­
ance, we find that individual states have 
been raising revenue naturally in the m an­
ner most convenient to its form  of political 
organization.
The early emperors and feudal chiefs 
extracted tax  in the form  of goods and ser­
vices from  all w ithin reach. Then, as the 
function of the state became more complex, 
it was found easiest to raise levies on pro­
duction from  the land, from mines, from  
tributory people, o r from  certain inferior 
classes of citizens. Early  taxes were often 
in form  voluntary and non-recurrent— but 
with the grow th of state activity, they soon 
became perm anent and compulsory. A 
money tax  on land— more in the nature of 
rent— was the first main tax  to appear in 
E urope at the end of the feudal period. 
In  France we find early taxes on trade, and 
in the eighteenth century the influence of 
the Physiocrats was felt in a considerable 
grow th of indirect taxes of all kinds. E ng­
lish development was similar. In  feudal 
days some land taxes were paid in the most 
interesting fashion, namely by the levy of
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so many swords which were delivered to 
the Crown Arm ouries, and in other cases 
by equipping and supporting a num ber of 
soldiers for the service of the K ing as over­
lord. T reasury officials and accountants (if 
there were any) of those days, m ust have 
had an extrem ely interesting time in 
agreeing assessments of this kind.
On a basis of various taxes on land were 
built a m ultitude of indirect taxes on all 
conceivable transactions. T axation in the 
early days of America, as you know, was 
conspicuous by the absence of a land tax. 
Its  place was taken by poll taxes, and, of 
course, the inevitable flood of indirect 
taxes.
D uring the 19th century, state activity 
in all countries, really began to develop, 
and the financial problem became of acute 
importance. Only in P russia  did taxation 
expand along planned lines, and even there 
we find that Adam Sm ith’s principles of 
‘‘m axim um  economy of collection” were 
very far from  being realized. The tax  on 
land remained the chief feature, supported 
by a scheme of consumption taxes. The 
poll tax  was also used— an annual levy 
“per capita” on the population, divided 
roughly into classes, and so paying, to a 
very slight degree only, according to 
wealth and position. In  1851, progressive 
income tax  was imposed on high incomes, 
which is the first sign we see of the now 
freely accepted principle of progressive 
taxation.
France during the 19th century showed 
a continual increase in indirect taxation, 
and in 1908, four-fifths of the total income 
of France was raised by indirect taxation, 
as compared with approxim ately one-half 
in England. D uring the w ar, the weak­
nesses of this position very soon became 
apparent as it was too inelastic to provide 
revenue or anything like w artim e scale. 
It is interesting to note that income tax  
was not introduced in F rance until 1916.
G r o w t h  o f  T a x a t i o n  i n  A m e r i c a
In  America prior to the Civil W ar the 
federal governm ent raised its revenues al­
most entirely from  customs duties, which 
produced approxim ately 64 million dollars 
in 1856, whereas all other federal taxes 
produced $1,117,000.
In  1861 a direct tax  was introduced, but
proved ineffective, and was thereupon fol­
lowed by a small personal income tax , a 
form of inheritance tax, bank tax, taxes on 
insurance companies and rail road com­
panies, and an excise on alcoholic liquor, 
and these were followed by stamp taxes and 
sales taxes on m anufactured articles, so that 
in 1863 these additional taxes reduced the 
receipts of the federal exchequer from  cus­
toms duties to 62%  of the total revenue.
Nearly all these additional taxes were 
abolished in 1870, and doubtless you are 
aware, the federal governm ent relied for 
its income solely on commodity taxes aris­
ing from  customs duties and tobacco and 
liquor excise taxes.
I t is quite startling  to find that in 1890 
these commodity taxes produced 99¾% of 
the total federal tax  revenue.
It was not, I believe, until 1909 that we 
saw the first im portant development in di­
rect taxation in America, namely the estab­
lishment of the 1%  income tax  on all cor­
porations by the enactment of the C orpora­
tion Excise.
This was followed by the introduction 
of the personal income tax  in 1913 and the 
estate tax  levied in 1916, and you are all 
fam iliar with the rapid grow th in the 
U nited States of direct taxation since the 
entry of your country into the W orld W ar.
In England the “laissez-faire” senti­
ments of the 19th century led to the aboli­
tion of protective duties, and the simplifi­
cation of such customs and excise duties 
as remained.
The income tax , a fte r tem porary use 
during the Napoleonic w ar— was imposed 
in 1842, and gradually increased in later 
years. Duties on properties passing on 
death, were also introduced on a graduated 
scale.
In  1914, the principle of progressive di­
rect taxation was clearly recognized as just 
and equitable, and indirect taxation was 
falling more and more into disfavour.
I t is extrem ely difficult to make com­
parisons of the tax  burden per capita of 
the nationals of various countries owing 
to the widely different methods of raising 
and spending public revenue, and one is in 
consequence inclined to be somewhat scep­
tic, of the accuracy of the various calcula­
tions made in a num ber of countries to
1934 T H E  C E R T IF IE D  P U B L IC  A C C O U N T A N T 5 9 1
prove that their own individual nationals 
suffer greater burdens of tax  per capita 
than the nationals of any other single coun­
try, but I have quoted these figures to trace 
the grow th of direct taxation in order to 
draw  your attention to the significant 
changes which wartim e finance has 
w rought, and the attitude of nearly all the 
governments of the billigerent countries to 
the principle of progressive direct taxation.
In  the years before the w ar, then, we 
find not only the recognition in practice of 
some of the principles of Adam  Sm ith’s 
four maxims, but a steadily growing belief 
that the first maxim “equality of trea t­
m ent” justified taxation at a progressive 
rate, according to the total income of the 
taxpayer.
W a r  P e r i o d  a n d  A f t e r
I believe your su rtax  runs a graduated 
scale between 60 and 65 per cent. In  E ng­
land, it goes up to that, approxim ates that 
figure, but in an earlier period. A n income 
of 20,000 £ a year would carry a surtax, 
between 60 and 65 per cent, which is a 
colossal burden as you may imagine.
So far we have discussed broadly the 
development of the taxation systems of the 
various countries, and you are all ac­
quainted w ith the influence of wartime 
finance and the advent of the era of huge 
public loans, which, as you know, play a 
prom inent part in determ ining the rates of 
direct taxation and rates of progression in 
direct taxation in many countries, particu­
larly in those of G reat Britain and the 
United States of America.
It is interesting to compare the methods 
which have been used in the U nited States 
of A m erica and G reat Britain, and several 
European Countries, in their attem pts to 
deal w ith the grievous burdens which have 
so affected their individual tax  systems as 
a result of w ar expenditure.
Broadly speaking these methods resolve 
themselves into two categories:
1. Increases in direct and indirect taxa­
tion including exceptional wartime 
taxation in the form  of excess profits 
duty.
2. Inflation.
Let us first of all consider the economic 
aspects of inflation, as a method of taxa­
tion.
D uring  the w ar, taxation in E urope and
the U nited States of Am erica went through 
some very interesting phases. A t the be­
ginning, all countries attem pted to pay 
their way w ith increased taxation along 
traditional lines. Then came the era of 
governm ent loans— pushing the burden on 
to fu ture generations, and finally of course 
all the belligerent European countries re­
sorted to the tax  of inflation in varying 
degrees.
Economists teach us that there are va­
rious methods of inflation although they 
do not have the same final effects. May 
I recall some of these m ethods:
The central governm ent may take control 
of the gold reserves and revalue the cu r­
rency, or it may ju st prin t notes to pay its 
debts, as happened in France during the 
w ar, and m any other countries a fte r the 
war. O r again a Government may raise a 
credit a t the central bank by deposit of cer­
tificates of indebtedness, and settle its debts 
by cheque. Meanwhile, the central bank 
issues notes on the basis of these govern­
m ent certificates, which are gradually 
brought into circulation as the increased 
volume of credit started by the government 
requires note backing. This was the 
method adopted by England during the 
war.
H owever, the essence of all schemes is 
that the governm ent obtain purchasing 
power which they did not have before. As 
there is the same am ount of articles to be 
purchased in existence, and the govern­
ment now has command of a  greater pro­
portion than they had before— other people 
m ust have a smaller proportion.
Briefly, the fall in the value of money—  
rise of prices— means that a tax  has been 
imposed on the community in proportion to 
the am ount of money, or loans in the form 
of money, held by each individual. This 
tax  is therefore “direct” as it bears on the 
individual rather than on an article or 
transaction, but as prices never rise uni­
form ly throughout, hardships will be im­
posed on those in receipt of fixed incomes, 
and those selling commodities whose prices 
do not rise at the same rate as the general 
level. W hen inflation is uncontrolled there 
is another effect too, which became of far 
reaching importance in Europe a fte r the 
war. In  every country where inflation was 
resorted to the community feared  fu rther
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rises in prices and buying of all kinds is 
intensified. In  G erm any this stimulated 
production, and fo r a time, an air of great 
prosperity reigned. B ut this movement 
contained the seed of its own destruction, 
for the haste to tu rn  purchasing power into 
goods soon caused a shortage of working 
capital. Germany in 1925 was satiated with 
buildings and plants of all kinds, but had 
to borrow enormous sums from  Am erica 
before she could use them. Before I leave 
this brief reference to the aspect of taxa­
tion, perhaps I might ju st mention the e f­
fects of controlled inflation, a policy with 
which you are all very familiar.
This policy is as you know designed to 
have certain effects on price levels, and is 
adopted in the hope of im proving profit 
earning capacities of industries. I f  this 
policy proved to be entirely successful, 
profit m argins would tend to increase and 
so state revenues from  taxation would 
benefit.
However, it can be a two-edged knife, 
as although it cheapens costs of exports in 
term s of the currency of other countries, 
it has the effect of increasing the cost of 
imports, which to some extent is a com­
pensating factor.
From  the point of view of its effect on 
income from  foreign investments payable 
in the currency of the debtor country, it 
m ust have beneficial effect from  the stand­
point of public finance, as the income from  
this source appreciates in term s of dollars 
and consequently supports larger payments 
of tax.
Controlled inflation has many advantages 
as a  form  of tax, and its total effects can 
only be worked out when the m anner in 
which the government uses the income it 
obtains in that way, is carefully considered.
O ther methods of raising the additional 
revenue requirem ents of Governments fol­
lowed traditional lines, though rates of 
taxation were increased to w hat would 
have been in pre-w ar days incredible 
amounts.
R esort to direct taxation by most coun­
tries raises questions involving the ad­
vantages and disadvantages of direct and 
indirect taxation.
In  my own country the governm ent has 
until recently relied fo r its increased in­
come on high progressive taxation, which
statistics show to be paid by not more than
3½ million of the population out of a total 
of 45 million, and the total contribution 
of these taxpayers accounts fo r more than 
50% of the total revenues of the country, 
inclusive of Estate Duties, Stamp Duties 
and M otor Duties.
A lthough there are radical differences be­
tween the methods of raising fiscal rev­
enues in G reat Britain and America, there 
are m any common features and common 
problem s; for instance, the question of the 
relative advantages and disadvantages of 
direct and indirect taxation, are pressing 
problems in both countries, and in evolv­
ing a satisfactory system, accountants un­
doubtedly have their part to play. Gen­
erally speaking, they possess first-hand in­
form ation of the incidence and effect of 
existing taxes and are therefore competent 
to express opinions of the most valuable 
kind on problems of this nature.
One finds, of course, in business circles 
that the economic effect of direct and in­
direct taxation in their burden and inci­
dence are relatively little understood.
A n Am erican w riter— Burke— once said, 
“To tax  and to please, no more than to 
love and be wise, is not given to men.”
There is every shade of opinion on this 
subject from  that which is expressed in 
unquotable term s to the serious views of 
those who consider taxation in term s of 
the Governm ent’s effort through its rev­
enue system of public finance to achieve 
social progress and happiness for its 
people.
Let us therefore consider some economic 
aspects o f : (1 ) D irect Taxation. (2 ) In ­
direct T axation, and also their relative 
merits and demerits.
D i r e c t  T a x a t i o n
I  select Income T ax , which is similar 
to your Corporation T ax  or Individual In ­
come T ax , as being of m utual interest.
In  o rder to estimate the general eco­
nomic effects of a direct tax , we m ust con­
sider its influence on various indices of 
the general economic position. I select the 
following fo r consideration:
1. Effect on the price level.
2. Effect on production and enterprise.
3. Effect on standard of living.
4. Effect on volume of saving.
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1. Effect on the price level.
W e have already mentioned the imme­
diate effects of the income tax  in this 
sphere, but the subject is so much m isun­
derstood that it is w orth a complete re­
capitulation.
A tax on income is an appropriation out 
of profit. T herefore, it is difficult for a 
trader to pass on his income tax  in the 
form of a higher price, as there would al­
ways be some other trad er not m aking much 
profit— and so paying very little income 
tax— who would undercut him. This is 
true even in the case of a monopoly, be­
cause the monopolist would charge a price, 
depending on conditions of demand and 
supply, which would give him maximum 
profit. I f  he had to pay a tax  on that profit, 
there would be no incentive for him to 
raise the price. H e charges the price most 
favourable to himself w ith or w ithout the 
tax. I t  is, I think, also true of goods sold 
abroad as well as at home. W e hear from 
the newspapers that our “crushing burden 
of taxation” and especially our high rate 
of income tax, puts us at a disadvantage 
to our competitors in the sale of goods 
abroad. Certainly it means that our trader 
gets a less net re tu rn  fo r himself from  
any given sale, than a similar trader in a 
country with a less high rate of income 
tax, but this does not hinder him selling his 
goods. Supposing he has to cut his price 
to get the order until he is making prac­
tically no profit on the transaction at all, 
then he pays no income tax, and is in the 
same position as his untaxed competitor.
T hat there are possible effects on the 
price level through a high rate of income 
tax  affecting enterprise and saving, can­
not be denied, and I am going to consider 
this next, but I think I have said enough 
to show that an income tax  can have little 
direct effect on the price level, nor on the 
competitive position of one country rela­
tive to others. There are of course many 
indirect effects which we will consider later.
2. Effect on Production and Enterprise.
Considering first the influence on joint
stock companies, clearly their output and 
enterprise can be very little affected by an 
income tax. They are operated by paid 
employees whose interest lies in m aking as 
big a profit as possible, irrespective of the
proportion to be taken from  the share­
holders by the state. Insofar as income tax  
is levied on profits transferred  to reserve, 
and so acts to decrease company reserves, 
there may be an adverse effect on fu ture  
enterprise, and it appears that this is a field 
which could well be investigated fu rther 
by our taxing authorities with a view to 
granting tax  relief on undistributed profits 
of companies. In  England, where profits 
are left in the business to its benefit, relief 
from  sur-tax  is granted, but full rates of 
income tax  m ust be paid. I cannot here go 
into the modus operandi of exem pting un­
distributed profits from  income tax, and 
the many abuses that would need to be 
overcome, but I note in passing the harm ­
ful effect of this application of the income 
tax  on enterprise compared with the pay­
m ent of the tax  on dividends and other 
distributed profits.
In  the case of the “one m an” company, 
and the sole trader, the general effect on 
enterprise is much less adverse than is 
usually imagined. There may be some 
wealthy traders who do not feel that the 
net profit that would accrue to them after 
payment of income tax  is sufficient to re­
pay their effort in searching for new busi­
ness; but their place is always taken by 
their more ambitious and energetic compe­
titors who are not so well off, and are only 
too glad of the opportunity to find new 
m arkets, even at a profit rate decreased by 
income tax. So the income tax  may be an 
influence transferring  work and profit from 
the rich to those less well off, but it can­
not be said to reduce the general volume of 
enterprise in the community.
This applies to employees in receipt of 
fixed incomes whom a high rate of income 
tax  is said to deter from  seeking more re­
sponsible and higher-paid jobs. W herever 
this does occur there will always be an ­
other, only too glad of the chance for pro­
motion.
L ord Leverhulm e once declared that 
“every raising of the rate at which income 
tax  is levied has been followed by increased 
efforts, successfully made, to increase in­
comes out of which to pay the increased 
tax .” Nevertheless I think accountants will 
generally agree that it is true that the ac­
tual rate at which tax  is levied does not 
act as a brake on the efforts of many suc­
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cessful businessmen, to expand businesses 
and increase private fortunes.
Another aspect of the effect of direct 
taxation on production is illustrated in an 
interesting m anner by the recent develop­
ment in the m otor industry in Great 
Britain.
The h.p. tax  has now been reduced from 
£1. or approximately $5.00 per unit of h.p. 
to 15 /— or approxim ately $3.75 per unit 
of h.p.— a reduction of 25%  in this form 
of taxation.
This form  of relief has of course only 
been made possible by the m anner in which 
the taxpayers accepted the increased taxa­
tion in recent years, which has therefore 
enabled the country to contend in a success­
ful m anner with a num ber of its financial 
problems.
As you are aware the rates of income 
tax  were recently reduced, and the personal 
allowances increased. A lthough this is to 
some extent digressing from  the point we 
are considering I think it is interesting to 
bear in mind the very great advantages 
which accrue to a Government which relies 
to a  great extent on form s of direct taxa­
tion ra ther than indirect, and of course it 
is essential to have the co-operation of the 
tax-paying classes in m atters of this kind.
However, to revert to the question of the 
reduction of a taxation on cars, as an il­
lustration of the effect of taxation on pro ­
ductive enterprise, it is interesting to note 
that this is likely to change the attitude of 
the English public w ith regard to small 
cars, and it is anticipated that production 
of this type of car will diminish to negligi­
ble proportions.
The reduction of Revenue suffered by 
the British Government in granting  this 
form  of relief to the m otor industry will, 
it is anticipated, be to some extent recouped 
by the improvement of taxable revenues in 
other ways. F or instance the encourage­
m ent of the m otor m anufacturer to de­
velop the production of the larger horse­
power m otor car, puts him in a position 
to compete more effectively fo r export 
trade, thus giving him an opportunity of 
expansion of profits which will to some ex­
tent partially recoup the Government for 
the concession.
Interestingly enough it will stimulate I 
th ink the export from  A m erica to England
of the higher horse-powered cars, which are 
so usual in America, owing to the cheapen­
ing of running costs to the English owner.
I have heard it said that it will also have 
the effect of enabling English m anufactur­
ers to adapt improvements in engine de­
sign, and perform ance, for which the motor 
industry in A m erica is so well known.
It is thus interesting to see how the omis­
sion of direct taxation in one form  does 
perm it the Government rem itting the tax  
in some instances to improve their rev­
enues from  direct taxation in another way. 
This illustrates the importance of the ques­
tion of incidence of taxation, which must 
be considered in arriv ing  at judgm ents as 
to whether a direct tax  is good or bad.
3. Effect of Direct Taxation on the Stand­
ard of Living.
O f all the economic effects, this is the 
most difficult to estimate.
In so far as individuals pay income tax, 
they are less well off, and insofar as people 
receive the benefit of the tax  in the form  
of governm ent spending they are better off, 
so the income tax  itself can be said to 
cause no direct repercussions on the stan­
dard of living. In  practice, we find mod­
ern governments using the tax  as a method 
of transferring  wealth from  the relatively 
rich to the relatively poor, which raises 
ethical problems outside the scope of this 
paper. The Colwyn Committee in England 
found that the effects of progressive taxa­
tion of this sort were hardly noticeable on 
the standard of living of the richer classes, 
while the standard of living, of the poorer 
classes was substantially raised by various 
form s of governm ent expenditure.
4. Effect on Saving.
The effect of income tax  on saving is 
most difficult to estimate. Nevertheless 
there seem to be two conflicting tenden­
cies set u p ; the necessity for payment of 
tax  will cause some people to save less— 
paying tax  from  that part of their income 
form erly saved, and it will cause some to 
save more, in an effort to bring their total 
income up to the original level before pay­
ment of the tax. The R eport of the 
Colwyn Committee on N ational Debt and 
Taxation, published in 1927, estimated the 
first tendency to be stronger among the 
high income class, but the second to be 
felt more by people w ith comparatively
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low incomes. T his aspect, of course is 
trem endously im portant because in your 
own country and mine the refinancing of 
industry has taken place a fte r  the savings 
of individuals, the course of which has been 
directed through the banks, or through 
public subscription, new issues for 
the development of new industrial enter­
prises.
I t  seems probable that the net result will 
be a decrease of saving, but we m ust not 
forget the effect of the way the govern­
ment spends the tax , which is of vital im­
portance in this connection. F o r example, 
the Colwyn Committee pointed out the 
large proportion of the N ational Debt held 
by the banks, and showed, that the taxa­
tion paid over to them  in the form of in­
terest was complete saving from  the point 
of view of the community.
This diversion of income tax  used to 
pay interest on N ational Debt to the banks, 
can be used to expand credit and increase 
the bank’s purchases of investments or 
lending facilities.
However, paradoxically enough in pres­
ent times in Great Britain, banks are pos­
sessed of more funds than  industry is in 
a position to use at the present moment.
O utlets fo r productive investment at 
home and overseas are not sufficient to 
absorb the available funds or in other 
words savings and investments are not 
properly balanced.
This of course is a factor in unemploy­
ment, and is one of the chief argum ents 
used by advocates of fu rth e r governm ent 
borrow ing for the purposes of construc­
tive development in times of depression for 
the purposes of absorbing unemployed 
labour.
This aspect of the effect of taxation on 
saving is an extrem ely interesting one, and 
demands careful study. M r. J. M. Keynes, 
the well-known economist, has w ritten a 
treatise on this subject, and demonstrates 
that it is beneficial fo r a governm ent to de­
velop schemes of public w orks of lasting 
benefit in times of industrial depression, 
as such a course has the effect of absorb­
ing monies available for investment, thus 
setting them  in circulation for the benefit 
of industry generally, and so increasing the 
taxable profits of a num ber of industries.
This point o f view is now an im portant
principle of Government Recovery P ro ­
grammes in m any countries.
However, a large part of the commun­
ity’s savings today are in the form  of un ­
distributed profits— corporate saving by 
public companies. W e have already 
touched on the adverse effect on the enter­
prise of companies which may be caused 
by the reduction of these reserves through 
taxation. T o some extent this may be nu l­
lified by increased saving in this way—to 
bring reserves up to the level they would 
have held w ithout the tax. B ut in the case 
of companies whose profits are low, this is 
certainly not the case— and they are the 
most in need of the largest possible re­
serves.
Economic Effects o f an Indirect Tax.
I  wish now to discuss the economic e f­
fects of an indirect tax, in contrast to the 
effects of a direct tax  discussed above. I 
intend to consider a  simple commodity tax , 
which covers both customs and excise 
duties. I do not wish to go into the fu rther 
effects of tariffs on international trade—  
which are undoubtedly very im portant— 
but to consider only the immediate effect 
on the country im posing the tax.
In  England— as in all other countries— 
we have innumerable taxes of this nature. 
There is a customs and an excise tax  on 
beer and spirits, a tax  on petrol, a tax  on 
entertainm ents, and im port taxes on all 
types of commodities. Consider then, the 
introduction of a  tax  on a commodity. This 
effect on price tends to raise its price, and 
insofar as the demand is inelastic, the 
price rises to cover a greater and greater 
proportion of the tax. So if the demand is 
absolutely inelastic, the consumer pays all 
the tax , and there is no appreciable fall in 
the consumption of the commodity con­
cerned. This is true, generally speaking, 
of taxes on necessaries, and has the very 
useful practical application from  the gov­
ernm ents’ point of view that they can esti­
mate w ith accuracy the income from  each 
tax  of this sort. B ut if the demand for the 
commodity taxed is elastic, the raising of 
the price will cause a large fall off in con­
sumption. The producer may try  to pay a 
portion of the tax  himself by cutting his 
profit m argin, but if profits are already 
down to minimum levels in tha t industry 
through competition, this will be impossi­
596 T H E  C E R T IF IE D  P U B L IC  A C C O U N T A N T O ctober,
ble. The price will then be raised by the 
am ount of the tax , and consumption will 
fall off in proportion to the elasticity of 
demand. N ot only will this have very se­
rious effects on the firms engaged in that 
industry, but it will re-act on the Govern­
ment itself. W e have had a recent example 
of this in England when an increase in the 
tax  on beer so reduced consumption that 
the total yield from  the beer tax  was less 
a fte r the duty had been increased than 
before.
One of the argum ents used in the criti­
cism of indirect taxation is tha t the inci­
dence of the tax  is not felt directly by the 
consumer, who ultimately bears the tax, 
and in consequence the educational value 
of the tax  from  the point of view of im­
pressing the taxpayer w ith his politic re­
sponsibilities, is lost.
Some authority once said that every 
pound of tea should possess a label giving 
particulars of the real cost per pound of 
the tea, the actual am ount suffered by the 
consumer in tax, the total of the taxation 
raised in this m anner, and also some idea 
of how this sum is expended.
I t would be impossible to adopt this sug­
gestion, and it was undoubtedly made in 
a spirit of levity. Nevertheless one must 
consider it as rather a tragedy that so many 
people, who in the aggregate bear so much 
taxation by indirect methods, never achieve 
a sense of their social responsibilities, wh ich 
would undoubtedly be stim ulated by direct 
methods of taxation.
W ith  regard to the politic aspect of in­
direct taxation, one has seen clearly dem­
onstrated by post-war governments, the 
fact that the particular party  in power, 
however strong the impression that it is 
improving its taxation system, tends to 
throw  more burden upon the classes rep­
resented by its political opponents, and this 
seems true of hum an nature, not necessar­
ily between the wealth owning classes and 
the wage earning classes, but as between 
members of the same class of society.
F or instance in G reat B ritain  since the 
war, the burden on property in the form 
of rating assessments has been heavily in­
creased, but considerable relief has been a f­
forded to persons and corporations pos­
sessing industrial properties by substantial
reductions to the ra ting  assessments on 
factories and industrial plants, irrespective 
as to whether such industries are making 
a profit or loss. In  such a case considerable 
controversy arose as to the equity of such 
adjustm ent to direct taxation as between 
members, broadly speaking, of the same 
class of society.
W herever there has been a democratic 
instinct, as in Am erica or England, there 
has always been resistance to general indi­
rect taxes or excises on necessaries.
One reads with interest of the congress­
man who, in objecting to indirect taxes in 
America, said, in 1890, “that a poor man 
would soon not be able to wash his shirt 
w ithout paying a tax .”
Indirect taxation is therefore on the 
whole unpopular w ith representatives of 
the wage earning classes.
Indirect taxes seem to have the follow­
ing application and re su lts :
1. They may be imposed on necessaries, 
when they lead to an increase of price and 
a paym ent of the tax  by the consumer. 
But, as the demand is inelastic, consump­
tion will not be materially affected, so the 
firms engaged in production and distribu­
tion will not be handicapped. Also, the 
Government will receive the revenue it ex­
pects. B ut the increased price of neces­
saries bears harshly on the working classes, 
and may m aterially affect the standard of 
living of the community.
2. They may be imposed on non-neces­
saries—commodities with an elastic de­
mand. Some portion of the tax  may then 
be paid by the producer, but insofar as he 
cannot reduce his profit m argin, and has to 
raise his selling price, consumption will 
fall off. N ot only does this in jure the in­
dustry concerned, but the Government 
loses the revenue it hoped to get from  the 
tax.
There is a fu rther adverse effect of all 
taxes of this nature which m ust be men­
tioned. I refer to the discrim inating effect 
between industries of taxes which affect 
profit m argins in one industry while leav­
ing others unchanged. Each new tax  or 
alteration in an existing tax, will tend to 
alter the relative attractiveness to potential 
investors and stockholders in the industry 
in which it is applied. Economic resources 
will be diverted from  their natural, most
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efficient channels, and all the waste of 
transition will be incurred.
However, this type of tax  has advantages 
which m ust not be overlooked.
1. I t  is easy to collect, and when reason­
ably imposed on necessaries, brings in a 
sure revenue w ithout raising undue hos­
tility among the taxpayers, who do not 
realise the payment of taxes in this form.
2. I t  is a useful method of fulfilling a de­
sired social object. F o r example, excessive 
consumption of spirits is checked by a high 
tax, w ithout irrita ting  the community by 
Prohibition.
3. W hen imposed on necessities, it is a 
useful way of collecting tax  from  the 
poorer classes of the community. There is 
no doubt that all should contribute some­
thing, however small, to the cost to ru n ­
ning their country, and it has been sug­
gested that an indirect tax  in necessaries is 
the most satisfactory m ethod of ensuring 
this end.
H aving thus considered broadly the eco­
nomic aspects of direct and indirect taxa­
tion, we are led to the conclusions that both 
have their advantages and disadvantages, 
and that most tax  systems will continue to 
raise their revenues substantially by com­
bination of both methods, although both 
methods have their im perfections which 
will require modification from time to time.
On the whole methods of direct taxa­
tion are preferable to indirect, and there 
would appear to be no reason why means 
tax  should not be extended to cover all 
earned incom es; employers could be forced 
to deduct the am ount of the tax  from  all 
wages paid every week or m onth and pay 
it over to the state in the form  of stamps 
affixed to cards. N aturally  the contribu­
tions from  low incomes would be very 
small, but even a small deduction would 
enable us to clear away m any of the harm ­
ful indirect taxes which do so much to 
ham per trade today.
I t will probably interest you to know 
the way the unemployment problem has 
been tackled in that respect. Every w ork­
ing man or woman in G reat B ritain holds 
a card with 26 places on it for stamps. 
The Payroll D epartm ent makes a deduc­
tion from  the salary of every individual 
employee of a quarter and the employer
adds the other quarter and this card is 
stamped w ith that sum and the money so 
collected is paid over to the Board con­
trolling the unemployment insurance 
scheme. I t  could hardly be called direct 
taxation. I t  is more or less an insurance 
scheme. In  consequence when unemploy­
ment arises, it is found possible to pay, 
for instance, a man and woman approxi­
mately 25 shillings a week to buy necessi­
ties during unemployment. T ha t is carried 
on for a considerable length of time under 
this scheme.
W e have considered at some length the 
economic aspects of one particular form 
of direct taxation and indirect taxation, 
and I would ju st like to re fe r quite briefly 
to one aspect of another form  of taxation, 
namely taxes on inherited wealth.
U nlike other form s of tax  they are less 
felt in the hands of the recipient of the 
capital, and are similar in nature to incre­
ments in the site values of land. In  the 
case of inherited wealth the rates of tax a­
tion are generally speaking steeply grad­
uated, although fifty years ago the sugges­
tion of a tax  in this form would have 
caused most economists to raise their hands 
in horror. I t  is often argued that the high 
rates of tax  sometimes check the work and 
the saving of an individual who is engaged 
in building up a large fortune. U ndoubt­
edly in some instances high estate duties 
have this effect on the psychology of an 
individual, but a professional accountant 
quite wisely refuses to venture into this 
realm of economic study, and most of us 
would no doubt agree that graduated es­
tate taxes are not inequitable.
O n the other hand the economic aspect 
cannot be ignored, and the suggestions of 
P rofessor Rignano, the Italian economist, 
are of interest to our profession, as they 
do touch very closely on this question of 
the effect of taxation of this form  on the 
ability and desire of the individual to work 
and to save.
In  brief his proposal was that there 
should be a differentiation between the 
wealth earned by an individual himself, 
and unearned or inherited wealth acquired 
as the result of the work of others. A t 
death m uch higher rates of estate and in­
herited duties would be exacted from  that
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part of his fortune, which had been in­
herited, and the application of this principle 
it is argued would provide a stronger in­
ducement for persons fortunate enough to 
inherit wealth to use their own efforts in 
providing for their dependents.
Such a tax  would have interesting re­
sults from  the standpoint of our profes­
sion, and it would involve the most careful 
records being kept of a person’s inherited 
wealth and wealth resulting from  such per­
sons own activities.
This modification of methods of taxing 
inherited wealth may one day be adopted, 
and those interested are referred , for a full 
description of this scheme to the book en­
titled “Equality of Incom es” by Professor 
Dalton, and also “Economics of W elfare” 
by Professor Pigou.
Relationship of taxation to price levels and 
the effect of a changing price level.
I t is generally agreed that the recent 
precipitous decline in world prices has di­
rectly influenced the yield of both direct 
and indirect taxation, and in consequence 
the problem has been in recent years a 
problem of such im portance that it is no 
exaggeration to say that the variations in 
price levels have been responsible more 
than any other factor in the creation of 
difficulties within the financial adm inistra­
tions of every world power, and no paper 
on economic aspects of taxation would be 
complete w ithout reference to this, which 
was given so m uch attention by the M ac­
Millan committee. This committee of ex­
perts was appointed to consider economic 
problems of finance industry and their in­
terrelation, and the report of whom was 
completed ju st before England w ent off 
the gold standard in 1931.
The Chairman of the committee was 
Lord M acM illan, and the committee con­
tained economists, industrialists and bank­
ers of world wide reputation, including: 
P ro fessor T. E. Gregory, D octor of 
Science.
Rt. Hon. Reginald M cKenna.
M r. J. M. Keynes.
Just prior to the time when the commit­
tee was sitting the world was suffering 
from  shock after shock, as a result of eco­
nomic events which were summarized in 
the committee’s report as follows:—
1. The heavy and rapid fall in whole­
sale prices affecting all countries alike. 
W ithin 15 months from  June, 1929 whole­
sale prices fell 13 per cent in the United 
States, 15% in the U nited Kingdom, 14% 
in France, 9%  in Germany, 11% in Italy, 
15% in A ustralia, 11% in Canada, and 
20%  in B ritish India.
2. The general spread of unemployment 
to nearly all the other countries of the 
world. In  three countries alone, Great B rit­
ain, Germany and the U nited States, there 
were at the end of 1930 probably from  
twelve to fourteen million persons wholly 
or partly  unemployed.
3. The dim inution of international long­
term  lending which may be regarded as 
partly a cause and partly  an effect o f the 
visible deterioration in the position of the 
raw  m aterial producing countries. In te r­
acting with the fall in wholesale prices this 
has sharpened the severity of the crisis 
through which the debtor nations have been 
passing.
4. The abandonm ent of the gold stand­
ard  in one country after another, e. g. A us­
tralia  and A rgentina, following upon the 
financial crisis, w ith the result of increas­
ing the unwillingness to lend to those coun­
tries.
5. The restriction of the process of in­
vestment, and consequently of enterprise, 
due to depreciation of securities and the 
uncertainty of the outlook which has had 
the effect of causing resources to be held 
as fa r  as possible in liquid form.
R ecent economic history shows that 
there has been localized improvement in 
the economic condition of some securities, 
but most of the events described have left 
problems which are still unsolved, causing 
the gravest suffering to immense sections 
of our population.
The witnesses who gave evidence before 
the committee included numbers of prom i­
nent authorities on problems of govern­
ment finance and industry, and broadly 
speaking the evidence was of two classes, 
that given by a group of witnesses who 
held the view that most of the world prob­
lems arose from  financial causes, and those 
who held the view that although financial 
causes of the crisis existed, most of these 
causes were of a non-m onetary character.
I t  is interesting to follow the argum ents 
advanced by the committee especially those
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with regard to the international aspect of 
world economic problems, but in the short­
ness of the time available to me, I am only 
perm itted to try  to dem onstrate some of 
the direct effects upon taxation and public 
finance of the problem of the changing 
price level.
The fall in prices has the following con­
sequences :
All incomes and drawings from  fixed in­
terest bearing securities, such as Govern­
ment loans, preference shares and deben­
tures in business undertakings, are able to 
purchase an increased proportion of the 
national output at the lower price level 
prevailing.
Recipients of incomes fixed by customs 
or statute benefit in a similar manner, and 
so do recipients of pensions and unem ­
ployment relief.
As a result of these two consequences, a 
fu rther consequence is that the available 
national income fo r distribution between 
the remaining sections of the community is 
reduced, and it follows that unless it is 
possible to effect a reduction in production 
costs, a decline takes place in the profit 
earning capacities of a great num ber of 
industries.
The report goes on to dem onstrate that 
a fu rther consequence is that attem pts to 
adjustm ent in the form  of national eco­
nomies fu rther reduce consuming power, 
and tend to make more acute trade depres­
sion and unemployment.
In  the international sphere the fall of 
prices greatly  increases the difficulties of 
debtor nations whose exports fall in value, 
so that an increase in physical quantity of 
goods has to be made to provide the neces­
sary m onetary equivalent in respect of in­
terest commitments on loans received. O f 
course the burden of repaym ent of the prin ­
cipal is also affected in the same way.
I t is thus seen that the business man is 
the first to suffer from  a decline in prices, 
and it is difficult fo r him to avert his losses 
owing to the rigidity of wage and pro­
duction costs in highly industrialized coun­
tries.
This downwards spiral of prices and its 
direct result in reducing profits, in tu rn  
reduces the income of the state in the 
form  of direct taxation.
The position becomes doubly acute when
Governments resort to increases in direct 
and indirect taxation, and also by way of 
economies in social services in order to 
remedy this situation.
T he problems created by a fall in the 
level of prices is everywhere receiving con­
siderable attention, and we have been w it­
nessing in most countries, and in your own 
in particular, the most radical m onetary 
reform s, carried through in the hope that 
they will result in establishing a proper 
equilibrium between the real and monetary 
values of the products of industry.
This aspect of the problem of taxation 
has a fu rther interesting side relative to 
the check which investment and speculation 
receives as a result of these declining price 
levels. Large sums of money are left in 
idleness, which, if commodities were at a 
more satisfactory price level, would be in­
vested in industries which would assume 
their share in the tax  burden of any in­
dividual country.
As accountants we know that under con­
ditions of falling prices it is extremely 
difficult to finance new enterprises by the 
issue of ordinary shares. F u rth e r it affects 
all enterprises financed in whole or in part 
by means of fixed interest bearing securi­
ties, fo r if prices continue to fall the in­
terest burden comes on this type of capital 
more and more onerous.
Taxation and Interest Rates.
However, the difficulties of the m anu­
facturing sections of the community in 
Great B ritain  have to some extent been 
relieved by the successful attem pts of the 
Government w ithin the last two years to 
reduce indirectly the burdens on industry 
in the form  of the tax  which has to be 
levied in order to pay, the hitherto pre­
vailing high rates of interest on national 
debt. This reduction in expenditure coup­
led w ith continued economic recovery, may 
result in sufficient increase in public reve­
nue to  perm it of some fu rther taxation 
concessions to the income from  capital em­
ployed in the hands of producers, as op­
posed to income from  capital which is rep­
resented by public debt in long-term  securi­
ties of gilt edge nature.
No doubt many accountants are of the 
opinion that this form of relief to industry 
has been delayed too long and has been 
given at a  time when declining price levels
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have almost doubled the real value, so that 
the burden of public debt, and of the fixed 
interest charges thereon still remain. This 
question raises the very interesting point as 
to the possibilities of somehow relating the 
m onetary values of public debt and interest 
thereon to prevailing price levels. There is 
undoubtedly a strong case for variable rate 
of interest on public debt, directly related 
to the general rate of interest or with 
changes in the general price level, or 
by a combination of both of these factors.
It will be seen that if this method were 
adopted that the conversions we have re­
cently seen in the field of public finance 
would be secured automatically, and if the 
rate could also be linked to the general 
level of prices, there would then be no in­
crease in the real burden of debt. Then if 
prices fell there would be some alleviation 
of the aforem entioned disadvantages to 
producers, who as it has been pointed out, 
suffer increasing burdens in the form  of 
direct taxation during periods of declining 
price levels.
The proposal of a variable interest rate 
is discussed by P rofessor D alton in his 
book on “Public Finance” published by 
George Routledge & Sons Ltd. of London, 
and he states when discussing this m atter 
that in his view there is reason to believe 
that the section of people who are likely 
to be prejudiced against such a suggestion 
is diminishing, in view of the influence of 
the economic crisis through which the 
world is passing.
The attem pt to distinguish between the 
burden of taxation on owners of fixed in­
come bearing securities, and those engaged 
in using productive capital, is a very big 
problem, and one which in time will no 
doubt call for more discrimination in forms 
of direct taxation than it has received in 
the past.
No doubt it will be of interest to some 
of you to know that the American ac­
countant has been much more successful in 
obtaining some of these form s of relief for 
those clients engaged in m anufacturing, 
than has been possible up to the present 
time in England. F or instance I  believe 
that the depreciation rates allowed in 
America which correspond with our W ear 
and T ear allowances fo r tax  purposes in
England, are m uch more favourable to the 
client, am ounting in some cases to 50% in 
excess of the allowances for the same type 
of asset in England.
You have also succeeded in obtaining 
depreciation allowances on intangibles, 
such as, buildings, leases, patents, trade 
m arks, and allowances fo r expenditure in 
connection w ith the transfers of stock, 
machinery, etc., on the voluntary change in 
location of a business enterprise. Allow­
ances in the latter instance are only given 
in England when the change in location is 
compulsory, and then only in respect of 
tran sfe r of stock.
In  the meantime members of our pro ­
fession should use their influence to secure 
some form  of concession to the retrogres­
sive effects of direct taxation in new indus­
tries during their development and experi­
mental stages.
I t will be clearly seen what an im portant 
relationship there is between the price levels 
and the burden of direct and indirect taxa­
tion on industry, and we m ust all hope that 
it will one day be possible to grapple with 
the fundam ental causes of abnormal fluc­
tuations in price levels.
Accountants may not be able to make 
im portant contributions to the long-term 
solution of such involved economic prob­
lems, relative to controlling price levels, 
but the difficulties arising from  the sudden 
decline in wholesale prices has throw n into 
sharp relief the necessity for improving 
and m odifying tax  systems in almost every 
country in the world, and the accountant’s 
first-hand opportunities for acquiring 
knowledge of the incidence of taxation 
equip him to take part in advising on forms 
of such modification and improvement.
D o u b l e  T a x a t i o n
I propose to conclude my paper by draw ­
ing your attention to the economic aspect 
of one of the most im portant effects which 
have resulted from  the large increases which 
have taken place since the W ar in direct 
taxation, namely, the problem of Double 
Taxation, which has arisen in the in ter­
national field. Double T axation may briefly 
be defined as the taxing of one source of 
wealth or income by more than one Taxing 
A uthority. N ow that rates of taxation have 
reached as much as 20%  and 30% , taxation
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of one profit by two separate countries re­
duces such profit to an almost ludicrous 
level. This problem creates grave complica­
tions in the field of International invest­
m ent and hinders the free flow of capital 
to less prosperous areas, and so limits that 
benefit to m ankind which derives from 
specialization in production and In terna­
tional co-operation in exchange. T hrough 
lack of proper understanding, the problems 
of incidence and taxation, Governments 
still continue to apply the principle of ori­
gin for the purposes of tax ing  income or 
wealth. This of course means that nations 
possessing through their citizens large 
holdings of foreign loans suffer a reduction 
in the total income received from  the ser­
vice on such loan to the extent of any in­
crease in direct taxation applied to this 
source of wealth by the Governments of 
debtor countries who are obligated to pay 
such interest. You will readily observe that 
the individual holder of the loan also su f­
fers a capital loss as his investment be­
comes less attractive owing to the decline 
in income resulting from  the increased tax ­
ation levied on his interest by the debtor 
country. Experience has shown that these 
factors tend to drive such foreign invest­
ments out of the creditor country as they 
become relatively more saleable in the 
debtor country as only one paym ent of di­
rect taxation arises if the investments are 
held by a national of the debtor country.
However, these effects on foreign lend­
ing and investment have other conse­
quences, fo r they make it increasingly diffi­
cult for a borrow ing country to obtain 
fu rther loans unless relatively higher in­
terest rates are offered to compensate for 
any increase made in its direct taxation.
This subject is exhaustively dealt with 
by the committee of four economists— 
Seligman, Stamp, Bruins and E nud— who 
were appointed by the League of N ations 
in  1921 to investigate the problem. They 
showed that borrow ing countries dropped 
the principle of origin for the purposes of 
enforcing direct taxation “like a hot brick,” 
when they desired to have fu rther loans. 
Obviously the loans would not be fo rth ­
coming in a competitive m arket unless the 
interest rate offered compensated for the 
increase in direct taxation previously made 
by the borrowing country.
The Economists I have previously re­
ferred  to, pointed out that the origin p rin ­
ciple has led to the consequence that coun­
tries which are investing countries, namely, 
“creditors on trade balance” bear the main 
cost of relieving double taxation, and that 
the debtor countries contribute nothing to 
that cost. W e have seen this principle car­
ried out in practice to the detrim ent of the 
investor who has already made a foreign 
investment and is therefore helpless.
You have also seen in practice the appli­
cation of the principle of domicile so as to 
avoid the effect of double taxation. F or 
instance the loans made to France, Brazil 
and Czecho-Slovakia on the London Money 
M arket were covered by securities with 
fixed interest rates and the im portant con­
dition that such fixed rates be exempt from  
income tax  in the country of origin. The 
large post-w ar issues of W ar Loans which 
are tax  free are also cases in point, and, 
thus, one sees the necessity for radical re ­
form  in systems of direct taxation applied 
to income arising w ithin one country but 
transferred  to a resident in another coun­
try, and in consequence attracting  a dou­
ble liability to tax. Accountants have played 
their part to remove some of the grit, 
which the application of the “origin” p rin­
ciple throw s into the machinery of in ter­
national investment, fo r instance, by de­
vising methods of ascertaining localized in­
come figures for individual governments 
of corporations and individuals controlling 
businesses w ith international ramifications, 
but this does not solve the real issues which 
are deserving of our serious attention.
The report of the League of N ations 
Committee on Double Taxation, which met 
in M arch 1923, made some valuable con­
tribution to this field of study. A fte r a 
very wide survey, they recognized how 
completely Governments were dominated 
by a desire to tax  the foreigners; the ori­
gin principle was regarded as being of 
more im portance than the residence p rin ­
ciple, but the Committee were unanimous 
in deciding that the principle of residence 
is infinitely preferable, both on general 
economic theory and on economic effects.
I have not the time to go fu rther into 
this interesting problem which has arisen 
as a result of the high progressive taxation 
which exists in these days, but before I
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leave this subject, I should like to draw 
your attention to the four alternatives to 
the origin principle which appear to exist 
at the moment, and which are admirably 
dealt with by S ir Josiah  Stamp in his book 
on “C urrent Problems in Finance and Gov­
ernm ent.”
(1 ) The first is that the country m ight 
allow from  the tax  liability of its residents, 
any tax  paid by them on th a t part of their 
income arising abroad. This is analogous, I 
think, to the practice which appertains in 
the U nited States. B ut this method, it will 
be seen, involves the creditor country in 
bearing the whole burden of any increase 
in direct taxation in debtor countries.
(2 ) M ethod 2 is described as the “ M e­
thod of exemption fo r income going 
abroad” and is the extrem e converse to 
M ethod 1. I f  this method were adopted, 
non-residents would be exempt from  all 
taxation by the Governments of the coun­
tries in which the source of income arises.
(3 )  M ethod 3 is described as the “M e­
thod of division of the tax ” and suggests 
that it would be possible by convention to 
divide the burden of specific taxes between 
the country of origin and the country of 
residence.
(4 )  M ethod 4 known as the “M ethod 
of classification and assignment of sources,” 
suggests that by convention it m ight be 
possible to classify various sources of in­
come common to both signatories to the 
convention, whereby they would agree that 
in some cases origin was to be the principle 
applicable in assessing direct tax  on some
sources of income, such as land, houses and 
mortgages on real property requiring the 
protection of the state, but that the prin­
ciple of residence or domicile be recog­
nized so fa r  as other sources of income 
were concerned, such as those derived from  
business securities, branch profits of busi­
nesses controlled externally.
Progress, as you all know, has been 
made between our respective countries in 
avoiding double taxation in relation to 
shipping. I t  is hoped that a greater under­
standing of these and kindred problems will 
one day lead to the completion of bi-lateral 
conventions adopting the principle enun­
ciated under M ethod 2 of avoiding double 
taxation. W hen this is found impossible, 
application of M ethod 3 and 4 should form  
some alternative basis for dealing with this 
question.
C o n c l u s i o n
I tru st that in the short space of time 
available to me tha t I have managed in 
this paper to at least stimulate the interest 
which you all m ust have in the economic 
aspects of taxation. R uskin once said that 
“every man should pursue one part of 
scientific study until he shall forever own 
himself as a child gathering pebbles on a 
boundless seashore.” I think one feels very 
much like that when approaching some of 
the pressing problems to-day in their wider 
aspect, but it is necessary, I think, you will 
all agree, fo r the attem pt to be made within 
the ranks of our own profession, so that 
“our received principles are shot through 
with light from  other angles than the legal, 
the financial and the technical.”
T A L K I N G  S H O P
A D e p a r t m e n t  C o n d u c t e d  b y  L e w i s  G l u i c k ,  C.P.A .
C O N V E N T IO N  N O T E S  
I t surely was too bad that we could 
spend only 25 hours a t A tlantic City, but 
we certainly enjoyed them. Renewing old 
acquaintances and m aking new ones; hear­
ing all kinds of shoptalk, seeing the sights 
and in general having a good time.
The m achinery exhibit which we men­
tioned last July was not h e ld ; but the N. Y. 
Society is putting on one bigger and bet­
te r than ever on October 29 so if any of 
you were disappointed you can come there. 
This time it’s positive.
To us one of the m ost interesting things 
was the im prom ptu talk on compasses 
given by O ldtim er McCulloh. A  veteran 
yachtsman who has finally swallowed the 
mudhook, he could not resist the tem ptation 
of the binnacle room.
The gang on the 17th floor had one fine
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time. Only thing they couldn’t do was 
make “seventeenth floor” fit into the tune 
of “Room two hundred and two.” One un­
usual thing was the num ber of partners 
who attended. O rdinarily  one partner goes 
to a convention while the other stays home 
and attends to the practice. T hus both 
Councilor and Buchanan came from  the 
D istrict of Columbia; Sunley and M c­
Donald from  C hicago; and the Hughes 
Brothers from  New Jersey. Incidentally, 
too much can not be said in praise of 
Charlie’s work as chairm an of the m aster 
committee. The long distance attendance 
prize, had there been one (and  we hereby 
move that one be established) would have, 
gone to Paul S trou t of Seattle. W e chewed 
the rag w ith him fo r quite a while about 
the lum ber business. The ladies were there 
in goodly num ber, including some very 
small ones, age six. The newspaper men 
apologized for not being able to mention 
more names personally ; said that the L ind­
bergh case and the New Deal took all the 
space. B ut our thanks go out to the New 
Y ork paper and machines company which 
cooperated to give every member a  copy 
at his room door every morning. T h a t’s a 
real goodwill builder, and if they would 
only advertise in our columns to clinch it, 
the circulation both of paper and machines 
would be bound to grow.
Even at the convention George Kingsley 
had his inevitable carnation. Smiling John 
M adden looked to be in better health than 
we have seen him in several years. Cecil 
B ryant reported that his State (F lo rida) 
had almost completely overcome the de­
pression. One more good tourist crop 
would remove any doubt. L e t’s all go to 
Palm  Beach this w inter. The free samples 
of saltw ater taffy made a big hit. One 
more outfit that ought to advertise in our 
magazine. W e don’t mind telling you that 
the cash register on which your ten or seven 
dollar fees were rung up was furnished by 
our back cover friends.
Speaking of hobbies, H arold  Anderson 
of W ashington, D. C., has one which we 
share and recommend. H iking, as an out­
door sport. A nderson is Secretary (and 
the leading spirit) of the Potom ac section 
of the Appalachian Trails, and anybody 
who likes “m ountain greenery, where God
paints the scenery,” and is in the vicinity 
of W ashington, should get in touch with 
him at the A m erican Security Building.
A  B ro o k ly n  co rresponden t has been 
re a d in g  a book  e n tit le d  T h e  S t o r y  o f  
A n  I t i n e r a n t  T e a c h e r ,  b y  E. H. 
G rig g s , and sends us th is  e x tra c t. “ T h e re  
had been no exact t r ia l  balance s tru c k  fo r  
th ree  years b e fo re  I  to o k  ove r the  books. 
T h is  was som e th in g  o f  a challenge. So at 
the  close o f  the  f ir s t  th ree  m on ths  I  s ta rted  
a t 5 o ’c lo ck  F r id a y  e v e n in g ; a t m id n ig h t  
had the  ba lance accura te  to  a cent. Subse­
qu en t balances w e re  successfu l u n t i l  to w a rd  
the  close o f  the  second year, w hen  i t  was  
o u t $6. I  added and readded ( th e re  w ere  
no m ach ines th e n ) a ll le dg e r acco un ts ; 
the re  was no m is take . O f  course ( B y  the  
S h o p ta lke r, w h y ? )  I  had  the  p r iv ile g e  o f  
c h a rg in g  the  $6 o f f  to  p ro f i t  and loss and  
c lo s ing  the  books, b u t d id  n o t w is h  to  a va il 
m y s e lf o f  th a t excuse. T h e re  w as no w a y  
excep t to  check the  pos tings  o f  the  e n tire  
th ree  m o n th s ’ business, w h ic h  m eant 
th ree  weeks in  a ll m y  spare tim e . I  came 
up on  a 6  on one page o f  the  le d g e r th a t had  
been b lo tte d  in to  an 0  f ro m  the  opposite  
page. I  m anaged to  s tr ik e  eve ry  o th e r ac­
c u ra te ly  d u r in g  the  s ix  years. I t  was also  
in te re s tin g  to  f in d  h o w  ra p id ly  one cou ld  
le a rn  to  add w ith  accu ra te  resu lts . I  p ro ­
gressed to  the  p o in t o f  be ing able to  add
4 co lum ns a t the  same tim e , as fa s t as I  
cou ld  read th e m .”
M ighty good for a youth. But why 
didn’t he take a m onthly  trial balance ?
“W hen business slows up, the certified 
public accountants have a chance to look 
out of their windows and observe more in­
teresting figures. ‘I t ’s been ouslay,’ one of 
them told us w ith accustomed accuracy. 
‘Competition has become poisonous, but 
I ’m right in there, exchanging jests with 
the o ther adders .’— N e w  Y o rk  Post, S a tu r­
day, September 29, 1934.
O n September 27 we received a review 
copy of a book entitled A  D e s c r i p ­
t i o n  o f  t h e  “ N e w  D e a l . ”  I t is 
published by the M acmillan company, and 
w ritten by four members of the faculty of 
( Continued on page 640)
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A c c o u n t a n c y — T h e  M o s t  H a z a r d o u s  
o f  P r o f e s s i o n s *
by J o s e p h  J .  K l e i n ,  C.P.A ., LL.B., P h .D., New Y ork City
T H E  effect of economic pressure is clearly discernible in the history  of 
civilization. Books have been w ritten on 
the economic interpretation of history. 
O ur own immediate observations reveal 
how intimately morals are affected by 
economic conditions. W ith  the advent of 
1929 and the depression then ushered in, 
professional accountants in the United 
States have been confronted w ith a phe­
nomenon which theretofore was merely 
theoretical for most of them. I refer to the 
danger of “strike suits,” sponsored by dis­
reputable a n d /o r desperately hungry law­
yers, who find “prom ising pickings” in the 
insolvency of concerns which shortly prior 
to their financial distress issued reports con­
taining statements prepared by professional 
accountants, which statements allegedly 
failed to reveal impending business disaster. 
I t  m atters little that the accountants’ state­
ments may not have been read, o r if read, 
were not understood, by the investors who 
suffered losses and who now, under the 
guidance of lawyers whose advice they may 
not have sought, would like accountants to 
make good their losses and pay the fees of 
counsel.
These strike suits, actual and threatened, 
constitute a real menace to the professional 
accountant. They have served to focus a t­
tention on the increasing hazards of our 
profession. I have been asked to discuss 
these hazards with you this m orning, pos­
sibly because my own firm, fortunately, has 
not been the victim of any suit during its 
entire existence. I know, because of the 
many confidences with which fellow prac­
titioners have favored me recently, how 
really fortunate have been those whom
*A d d re s s  b e fo re  the A n n u a l M e e tin g  o f  T h e  
A m e ric a n  S oc ie ty , O c to b e r 3, 1934. D r. K le in  
is a fo rm e r  p res iden t o f the  N e w  Y o r k  S ta te  
S o c ie ty  o f  C e rt if ie d  P u b lic  A cco u n ta n ts , M e m ­
be r o f  the  N e w  Y o r k  S ta te  B a r, and A ssoc ia te  
P ro fe s s o r o f  T a x a tio n , C o lleg e  o f  the  C ity  o f  
N e w  Y o rk .
lightning bolts have spared. As one prom i­
nent practitioner put it: “W e are no longer 
asked merely to certify to a statem ent; we 
are now expected to insure the client, the 
bank, and all the trade creditors and stock­
holders of the client.” Em bittered words, 
of course; obviously exaggerated, too. 
Nevertheless, understandable. I therefore 
ask all of you, yes, even those fortunate 
ones who have never faced the prospect of 
a lawsuit fo r alleged negligence, careless­
ness or fraud, to consider with me the 
problem which I have been asked to 
present.
I shall discuss “A ccountancy— The Most 
H azardous of Professions” under the fol­
lowing cap tions:
(1 ) The normal hazards of the account­
ancy profession
(2 ) Recently increased normal hazards
(3 ) Unnecessary and avoidable unfair 
hazards and, finally, I shall submit, p ri­
m arily for purposes of discussion,
(4 ) Tentative cooperative procedure in­
tended to combat un fa ir hazards.
T h e  N o r m a l  H a z a r d s  o f  t h e  A c c o u n t ­
a n c y  P r o f e s s i o n
T hroughout life we take risks. The tak­
ing of certain chances is normal and ex­
pected. Norm al hazards are peculiar to 
every hum an activity. U nder our first cap­
tion, we shall outline, briefly, the normal 
hazards of our own profession, and view 
these hazards in the light of related phases 
in the practice of law and medicine.
In  our practice we express professional 
opinions. These opinions are predicated on 
examinations of books and records and on 
inform ation supplied. The size and scope 
of the engagement and the type of the 
practitioner’s organization are factors 
which determine the extent to which others 
than the principal conduct the examination 
on which the form al opinion is predicated. 
Obviously, this condition is not unique to 
accountancy. Law yers and members of 
other professions likewise have to depend
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on associates and subordinates, as well as 
on statements furnished by clients, for the 
basic data necessary for the formulation of 
advice and opinion.
Because accountants are human, care­
lessness and negligence are sometimes 
present. The law provides redress for re­
sulting injury. This is as it should be. In 
some rare instances, public accountants, 
like other frail humans, may be guilty of 
fraud. The law likewise provides adequate 
remedies for the injured. This is also as 
it should be.
The law books contain many cases in­
volving alleged carelessness and negligence 
on the part of physicians. Awards have 
been reported for removal of the wrong 
eye, the amputation of the healthy leg, the 
failure to remove a sponge or a surgical 
instrument from an abdominal wound. 
Lawyers have figured in comparatively 
fewer reported cases, although ethics and 
complaint committees of bar associations 
have dealt with many instances of alleged 
misconduct of lawyers. Thus far, the 
courts appear to have been called upon to 
deal with remarkably few instances involv­
ing accounting carelessness or negligence 
and, likewise remarkably, there are aston­
ishingly few reported instances of guilt or 
negligence found by professional bodies of 
accountants. Perhaps the number would 
have been slightly larger had not settle­
ments been reached without the interven­
tion of courts and societies, but private set­
tlements of disputes undoubtedly occur in 
all fields of professional endeavor. The 
practitioner, in order to avoid dreaded un­
favorable publicity, may be altogether too 
prone to settle, to his own injury, as well 
as to the hurt of the profession.
Corresponding to malpractice by a phy­
sician and a lawyer, is fraud by. an ac­
countant. Known instances are practically 
non-existent. In the best known American 
case, the name of a famous jurist is asso­
ciated with the name of one of our most 
ethical accounting firms. An unfortunate 
incident brought regrettable publicity to 
this firm, the head of which is one of the 
most beloved of men and accountants, and 
all of whose partners are men of sound 
scholarship, wide knowledge, training and 
experience. The case furnished Judge 
Cardozo with the occasion to say that
“fraud includes the pretence of knowledge, 
where knowledge there is none” and that 
the presence of fraud in an accountant’s 
report may result in liability, not only to 
the client, but also to a limited group of 
others who relied on the report to their 
injury. This doctrine is not new to the 
law, but in the case from which I have 
already quoted, it was applied specifically 
to accountants:
“Our holding does not emancipate ac­
countants from the consequences of 
fraud. It does not release them if their 
audit has been so negligent as to justify 
a  finding that they had no genuine be­
lief in its adequacy, for this again is 
fraud.”
Some few states, for reasons which I 
have not ascertained, have enacted specific 
misdemeanor and/or felony statutes ap­
plicable to accountants.
The doctor does not guarantee a cure, 
nor that a satisfactory result will follow 
his ministration and the heeding of his ad­
vice. The law does not impose liability on 
him if his treatment proves fallible. Lay­
men know that the doctor may be wrong.
In Pike v. Honsinger, 155 N. Y. 201, a 
leading case on medical malpractice, the 
court said:
“The rule of reasonable care and 
diligence does not require the exercise 
of the highest possible degree of care. . . 
His [the doctor’s] implied engagement 
with his patient does not guarantee a 
good result, but he promises by implica­
tion to use the skill and learning of the 
average physician, to exercise reasonable 
care and to exert his best judgment in 
the effort to bring about a good result.”  
To the same effect:
“Although the physician is civilly and 
criminally responsible for his conduct 
while discharging the duties of his pro­
fession, he is in no sense a warrantor or 
insurer of a favorable result, without an 
express contract to that effect.” (E l­
well, Malpractice 55.)
In Sim s v. Parker, 41 Ill. App. 284, the 
Supreme Court of Illinois said:
“The mere fact that there has been a 
bad result of itself is no evidence of 
negligence or lack of skill.”
A plaintiff cannot recover, therefore, 
merely by showing a bad result, or even an
606 THE CERTIFIED PUBLIC ACCOUNTANT October,
error of judgment. He must prove that 
the doctor failed to exercise reasonable 
care, or omitted to use any judgment at all. 
Of course, there are certain cases in which 
the “bad result” is obviously malpractice, 
as where a surgeon operating on a scalp 
tumor lets his knife slip and cuts off the 
patient’s ear or blinds him. But such in­
stances, fortunately, are rare.
The rule of law applicable to doctors is 
paralleled in the case of lawyers.
“An attorney is not an insurer of the 
result in a case in which he is employed, 
and only ordinary care and diligence can 
be required of him.” (Bouvier’s Law 
Dictionary.)
So it is that a lawyer need not answer 
to his client in damages for failure to pro­
duce a good result, except in those in­
stances in which there is clear evidence of 
negligence. An illustration is found in 
Degen v. Steinbrink, 202 App. Div. 477, in 
which the defendants were held to have ex­
hibited a total lack of knowledge with re­
spect to the filing of certain chattel mort­
gages in jurisdictions outside of their own 
State. In that case, the court said:
“When a lawyer undertakes to pre­
pare papers to be filed in a state foreign 
to his place of practice, it is his duty, 
if he has not knowledge of the statutes, 
to inform himself, for, like any artisan, 
by undertaking the work, he represents 
that he is capable of performing it in a 
skilful manner. Not to do so and to pre­
pare documents that have no legal po­
tency, by reason of their lack of com­
pliance with simple statutory require­
ments, is such a neglect of his duty to 
his client as should render him liable for 
loss sustained by reason of such negli­
gence.”
In the case of the accountant, pertinent 
statements of law are not found so readily, 
although similar principles of law are ap­
plicable. The following quotations, both 
from English cases, bear the closest re­
semblance. The first is from Judge Lind­
ley’s opinion in the case of The London  & 
General Bank, Ltd. (2 Chancery 673), de­
cided in 1895:
“His [the auditor’s] business is to as­
certain and state the true financial posi­
tion of the company at the time of the 
audit, and his duty is confined to that. . .
But he does not discharge his duty by 
doing this [examining the books] with­
out inquiring and without taking any 
trouble to see that the books of the com­
pany themselves show the company’s true 
position. He must take reasonable care 
to ascertain that they do. Unless he does 
this, his duty will be worse than an idle 
farce. . . An auditor, however, is not 
bound to do more than exercise reason­
able care and skill in making inquiries 
and investigations. He is not an insurer; 
he does not guarantee that the books do 
correctly show the true position of the 
company’s affairs; he does not even 
guarantee that his balance sheet is ac­
curate according to the books of the 
company. If he did, he would be re­
sponsible for error on his part, even if 
he were himself deceived without any 
want of reasonable care on his part— 
say, by the fraudulent concealment of a 
book from him. His obligation is not so 
onerous as this.
“Such I take to be the duty of the 
auditor; he must be honest—that is, he 
must not certify what he does not be­
lieve to be true, and he must take rea­
sonable care and skill before he believes 
that what he certifies is true.
“What is reasonable care in any par­
ticular case must depend upon the cir­
cumstances of that case. Where there is 
nothing to excite suspicion, very little 
inquiry will be reasonably sufficient. . . 
Where suspicion is aroused, more care 
is obviously necessary, but still an audi­
tor is not bound to exercise more than 
reasonable care and skill even in a case 
of suspicion; and he is perfectly justi­
fied in acting on the opinion of an ex­
pert where special knowledge is re­
quired. . .”
The other quotation is from the judge’s 
charge in the “Royal Mail” case, decided 
in 1931:
“The law does not impose an impos­
sible burden on auditors; it does not 
make them insurers; . . .  No doubt an 
auditor, in his very delicate and difficult 
duties, must use a certain amount of dis­
cretion, but whatever discretion he may 
feel that he is justified in exercising with­
in the limits of what is reasonable, he 
must remember that he is under a statu­
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tory duty and that he may come under 
the penalty of the law if he fails in that 
duty. . ."
Laymen, and even some lawyers, feel 
that the law should deal more harshly with 
accountants for negligence and carelessness, 
than with members of other professions. 
Perhaps this is so because of a widespread 
ignorance of the fact that an accountant’s 
statement is an expression of opinion and 
not “gospel.” In the Ultramares case much 
emphasis was placed in the briefs upon the 
fact that the statement in the accountant’s 
certificate that the balance sheet was in 
agreement with the books was not express­
ly qualified as being a matter of opinion.
The following quotation from Judge 
Cardozo’s opinion in that case indicates that 
even “honest blunder” is not excusable in 
so far as liability to clients is concerned: 
“It [the decision being handed down] 
does not more than say that if . . . there 
has been . . . only honest blunder, 
the ensuing liability for one of negli­
gence is bounded by the contract and is 
to be enforced between the parties by 
whom the contract has been made.” 
Whereas the law does not penalize the 
doctor and lawyer for errors of judgment, 
peculiar circumstances may combine to pre­
vent the application of this sound doctrine 
of reasonable immunity to accountants. As 
a general rule or principle, obviously this 
is not as it should be.
Why do so many laymen erroneously be­
lieve that an accountant’s C e r t i f i c a t e  
is an absolute statement of fact ? Possibly 
the use of the term “certificate” rather than 
“opinion” may be a contributing factor. At 
any rate, we know that non-accountants re­
gard our work as mysterious because 
mathematical. Those of us who have 
striven recently to educate laymen as to 
the limitations of our work and resulting 
report have encountered continuous diffi­
culty. Somehow or other laymen insist on 
investing our professional opinions with a 
degree of certitude, exactness and philoso­
phic positiveness that nothing in the na­
ture of human output can possess. We find 
it quite impossible to dislodge from the 
laity’s mind the manifestly unfounded no­
tion of our omniscience. I sometimes find 
myself wondering whether in our frantic 
endeavor to have the outsider realize our
human frailty we are not dissolving the 
halo with which others have, in their in­
nocence, surrounded us. And if at last we 
succeed in bringing about general under­
standing of the necessary limitations on 
our professional services, we will perforce 
have helped to establish that our product, 
while important and essential, is, neverthe­
less, not nearly so infallible and unquali­
fiedly exact as the uninformed have be­
lieved it to be. Such “self-debunking” is 
unique. If carried to the extreme, it may 
result in converting an existing erroneous 
belief in our infallibility into an equally 
(but economically very costly) erroneous 
belief that accountants do not contribute 
anything of value through their examina­
tions and audits.
We now come to the second of our cap­
tions :
R e c e n t l y  I n c r e a s e d  N o r m a l  H a z a r d s
When accountants refer to recently in­
creased professional hazards, they have in 
mind the unconscionable burdens imposed 
on them by the Securities Act of 1933, and 
the somewhat lessened, although still very 
burdensome, hazards under the Securities 
Exchange Act of 1934. I must inhibit the 
impulse to outline these new liabilities and 
to indicate valid criticism of their unfair 
harshness both because of the limitation of 
time and because all of you are familiar 
with these acts.
Despite my criticism I am willing to re­
gard these hazards as, in a sense, normal 
even though the liability imposed is out of 
all proportion to the remuneration which 
accounting services command.
It seems to me that in this category of 
recently increased hazards, two additional 
counts should be considered: increased 
burdens imposed by the requirements of 
the Revenue Bureau and legal attacks in­
fluenced by economic conditions. Let us 
consider these items very briefly.
Federal, State and local taxation has 
made increasing calls on the accountant for 
professional services. The recent require­
ment of the Revenue Bureau that ac­
countants advising with respect to or pre­
paring tax returns should reveal their ser­
vices is welcome to all ethical practition­
ers. Nevertheless, the added burden and
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responsibility is a real and heavy one.
Then there is the hazard which has be­
come increasingly manifest during the eco­
nomic depression. During prosperity, 
many investors paid no heed to reports of 
accountants and, indeed, in many known 
instances, ignored them. With the advent 
of the depression and its continuance, 
“post-mortems” became fashionable. While, 
undoubtedly, in some comparatively few 
instances, statements may have been pre­
pared carelessly, in almost all cases not 
the accountant who issued the reports but 
their careless readers were at fault. For 
such carelessness as may have existed, the 
accountant was not brought to book so long 
as we had prosperity. With dividends de­
creased and eliminated, with bankruptcies 
increasing and investment values vanish­
ing, it should not have been altogether un­
expected that desperate stockholders and 
bondholders should have included account­
ants among those from whom they sought 
some measure of redress. To some very 
slight extent and in some rare instances 
the accountant may have been vulnerable, 
but I regard the situation as comparatively 
normal. At any rate, this hazard is read­
ily distinguishable from the one we shall 
now discuss under the third of our 
captions:
U n n e c e s s a r y  a n d  A v o id a b l e  U n f a i r  
H a z a r d s
We are now to consider the hazard of 
blackmail or strike suits: complaints not 
based on actual negligence or malpractice 
of the accountant but rather actions which 
are wholly unfounded and which are 
brought in the belief that the defendant- 
accountant will make a money settlement 
in order to avoid unfavorable publicity. 
In some instances it may be difficult to dis­
tinguish attacks based on good faith and on 
honest belief that the plaintiff-investor had 
been misled by the accountant’s report 
from unfounded suits encouraged or in­
stigated by attorneys who see in the situa­
tion an opportunity for fees. It is with the 
burdens resulting from the latter type of 
hazard that we must now deal.
As in the case of malpractice and negli­
gence suits against physicians and lawyers, 
it is quite impossible for the plaintiff in an 
action against an accountant for issuing an 
allegedly false financial statement to prove
his case without expert testimony. Nat­
urally, where the suit is unfounded, the 
plaintiff must produce “experts” who will 
testify falsely and/or recklessly.
The problem which confronts the ac­
countant in this situation is how to avoid 
being victimized by “fake” testimony. Our 
professional burden on this count would be 
light indeed if expert testimony were avail­
able only where the defendant-accountant 
was guilty as charged, and if it were not 
available when the suit was without m erit!
Our task, it seems to me, is to take the 
profit out of the strike suit. If the un­
scrupulous lawyer could obtain no aid from 
professional accountants in the prosecution 
of his unfounded claim, and, indeed, if 
such a lawyer knew that he would meet 
the united opposition of all ethical practi­
tioners, he would seek employment for his 
questionable talents in other fields.
But before proceeding to a suggested 
solution to our problem which I shall pre­
sent for your consideration under the last 
of our captions, there are certain cautions 
which I wish to emphasize. First, we must 
avoid creating belief on the part of the 
laity that expert testimony against a de­
fendant-accountant, even if he is guilty, 
cannot be obtained from reputable sources. 
The almost universal refusal of prominent 
doctors to testify in any action against an­
other practitioner has caused the public to 
believe that all doctors are banded together 
for mutual self-protection. Although the 
Code of Ethics of the American Medical 
Association provides that
“Physicians should expose without fear 
or favor, before the proper medical or 
legal tribunals, corrupt or dishonest con­
duct of members of the profession” 
it is extremely rare that expert testimony 
on behalf of the plaintiff is obtainable.
In the case of Krumeich v. Sundelson, 
225 N. Y. Supp. 667, it was alleged by the 
plaintiff’s attorney, and not denied, that 
although he had requested several physi­
cians to make the necessary investigation 
in this case, so as to be prepared to testify, 
they had one and all declined. The de­
fendant’s attorney, who was counsel for 
the county medical society, made no denial 
of the statement by the plaintiff’s attorney 
that it was impossible to get one reputable 
physician to testify against another in a
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case of alleged malpractice.
In the practice of the law, a similar situa­
tion obtains. I quote from 34 Law Notes 
(Northport—1931), 2 2 2  :
“The misguided sense of professional 
honor which impels lawyers to refuse to 
handle litigation against brother lawyers 
is of too long standing; and too well 
known to be questioned.”
Secondly, we must avoid the unfavor­
able impression created upon the lay mind 
by conflict of testimony between practi­
tioners in the same field. Before discussing 
this phase of our subject, let us view the 
comparable situation in medicine.
The pitting of expert testimony against 
expert testimony often has an unfavorable 
repercussion on the entire profession. The 
laity, while recognizing in the abstract that 
honest difference of opinion may exist, find 
it frequently quite incomprehensible that 
two honest doctors may reach diametrically 
opposite conclusions from the same given 
state of facts. “Do these ‘experts’ testify 
merely because they are hired to do so?” 
or “Is the subject matter so uncrystallized 
that one man’s guess is as good (or as 
bad) as another’s?” are questions which 
come to the inquisitive mind. “How can 
both experts be honest?” might a layman 
well ask, when
(a) One doctor testified that acid de­
stroyed the plaintiff’s eardrums, while 
another swore that the fluid used was 
harmless mineral oil ( Gunning v. Cooley, 
30 Fed. (2d) 467).
(b) One physician swore that glass 
particles in the body should have been 
discovered shortly after the operation, 
while the opposing doctor testified that 
the operating surgeon should not have 
searched for the particles (Rogers v. 
Voorhees, 171 App. Div. 331).
(c) Plaintiff’s medical expert testi­
fied that the blindness had been caused 
by the nasal operation, while defendant’s 
expert swore that the instrument used 
could not have penetrated to the optic 
nerve (Masjeriam v. Cadwell, 214 App. 
Div. 730).
(d) One doctor swore that the infec­
tion resulted from defendant physician’s 
negligence; defendant’s witness swore it 
was impossible to know what caused the
infection (Hofeman v. Seymour, 219 N. 
W. 375).
The disagreements between alienists are 
too well known to require citation. Suspi­
cion that the testimony of experts in this 
field can be “bought,” while probably ex­
aggerated, is, nevertheless, widespread.
The status of expert testimony was thus 
described by Judge Peckham in Roberts v. 
N ew  York Central R . R. Co., 128 N. Y. 
455:
“Expert evidence, so-called, or, in 
other words, evidence of the mere opin­
ions of witnesses, has been used to such 
an extent that the evidence given by 
them has come to be looked upon with 
great suspicion by both courts and juries, 
and the fact has become very plain that 
in any case where opinion evidence is 
admissible the particular kind of an opin­
ion desired by any party to the investi­
gation can be readily procured by pay­
ing the market price therefor. He (the 
expert) comes on the stand to swear in 
favor of the party calling him, and it 
may be said he always justifies by his 
works the faith that has been placed 
in him.”
There are analogous situations in ac­
counting. Consider for a moment a suit 
against an accountant where the issue pre­
sented w as:
“Did the accountant certify to a ma­
terial fact without sufficient examination 
to form a judgment?”
—or—
“Did he certify to a material fact know­
ing the actual fact to be different?”
—or—
“Did he certify to a material fact with­
out any examination or information at 
all?”
—and—
“Did the plaintiff to his own injury act 
on the accountant’s statement?”
If the plaintiff cannot prevail without 
supporting expert testimony, neither can 
the defendant-accountant escape without 
such testimony on his behalf. Thus we see 
that we must deal with possible conflict of 
accounting testimony.
It is too obvious for words that profes­
sional accountants should do all that con­
sistently can be done to justify the laity’s 
faith in the integrity of our professional
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opinions whether expressed in the mis­
named C e r t i f i c a t e  or on the witness 
stand. The problem of safeguarding our 
professional status is closely allied to the 
problem of combating unfair professional 
hazards, our immediate concern. This is 
so, in my opinion, because the solution 
seems to lie in proper professional control 
of expert accounting testimony.
Our ethical code deals with improper 
technical practices expressed in statements 
issued by our membership. It seems to me 
that on the same ethical grounds, as well 
as for reasons associated with conflicts in 
expert testimony which we have just dis­
cussed, we should be concerned with ex­
pert professional opinion expressed on the 
witness stand. There is no need to labor 
the point.
Honest conflicts of opinion between ex­
perts are inevitable. Nevertheless, our pro­
fessional status is not enhanced when sev­
eral reputable firms of accountants publicly 
report earnings varying by many millions 
of dollars for the same concern and for 
the same period of time. That laymen 
should wax sarcastic in the presence of 
such phenomena may be regrettable but it 
is likewise understandable.
If we should decide that it is expedient 
and in the best interests of the public to 
try to deal with the problem of expert testi­
mony, I believe that the existing rules or 
precepts of professional conduct which re­
late to preparation and certification of 
statements, by slight extension and modi­
fication, would serve the need. But if we 
do take jurisdiction of the matter, I do not 
believe that mere amendment of our pro­
fessional rules of conduct would suffice. I 
submit for your consideration further steps 
as being necessary and desirable, both for 
the protection of the profession and of the 
public. The situation involves:
( 1 ) Expert accounting testimony with 
respect to interpretation of accounting 
reports where an accountant is not the 
defendant.
(2) Similar testimony where the ac­
countant is the defendant.
Our principal professional interest in the 
first is to avoid the creation of a situa­
tion which, in its most deplorable form, is 
typified by medical testimony in issues in­
volving alleged insanity. In the second
class of cases, our interest is more direct, 
because, at the one extreme, we do not wish 
to shield the practitioner who is liable be­
cause of negligence or malpractice and, at 
the other extreme, we should be equally 
keen to protect the innocent victim of 
blackmail.
There is no doubt that the danger from 
the strike suit is becoming more immi­
nent. A well-informed lawyer recently 
stated that every instance of bond default 
or of the passing of a dividend, not to 
mention actual bankruptcy, was closely 
studied by idle attorneys eager to “create” 
a case, and that no great difficulty was ex­
perienced in finding a “cooperative” ac­
countant. How to secure protection from 
the resulting hazard, then, is the topic of 
the final section of this paper:
T e n t a t i v e  C o o p e r a t i v e  P r o c e d u r e  I n ­
t e n d e d  t o  C o m b a t  U n f a i r  H a z a r d s
What I am about to present is most hesi­
tatingly offered. I submit, merely and pri­
marily for the purposes of discussion here 
and now, or elsewhere at another time, the 
wisdom of the following proposals:
(1) Creation by each State society of a 
large committee on court testimony. Sub­
committees should be available to deal with 
individual cases. Members of the society 
and the public should be privileged to sub­
mit to the committee instances of alleged 
accounting negligence or malpractice, 
whether the complaint involves a member 
of the society or another professional ac­
countant practicing within the State. Both 
parties should stipulate that the findings of 
the subcommittee, when approved by the 
entire committee and by the governing 
board of the society, should be released to 
both parties.
(2) If a member of the society should 
be invited to appear as an expert on be­
half of either party, he should be expected 
to study the subcommittee’s report prior to 
accepting the engagement. Each member 
of the society should be privileged to de­
cide for himself whether to accept a prof­
ferred retainer, but he is to be held re­
sponsible for “reckless” testimony. In an 
instance which was brought to my notice, 
the complaint charged that it was the duty 
of the auditor to examine all of the client’s 
correspondence files in order to locate all
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documents relating to assets and liabilities, 
and that to accept file folders furnished by 
the management, in response to specific re­
quests for pertinent data, was negligent 
and careless. I do not doubt that profes­
sional accountants would find themselves 
in agreement that it was not ordinary and 
accepted audit routine to examine every 
paper in the correspondence files of a 
client. Nevertheless, an accountant swore 
that failure to do exactly this constituted a 
breach of established audit procedure which 
stamped the accountant’s work as negli­
gent and careless! Would the “expert” 
have testified if he had had knowledge of 
the society’s report on the issue?
(3) Where an issue had been dealt with 
by the State society, outstanding members 
of the profession should be available ade­
quately to present the truth. The existence 
of such a body of experts, it seems 
clear, would tend to check, if not utterly 
to discourage, irresponsible accounting 
testimony.
(4) If the subcommittee’s report un­
qualifiedly exonerates the defendant-ac­
countant, and only in such instances, coun­
sel for the State society should be available, 
without compensation, for conference with 
defendant-accountant’s attorney, and/or as 
amicus curiae.
(5) A similar committee should func­
tion on behalf of each of the national so­
cieties, but its direct action should be lim­
ited to issues before the federal tribunals; 
it should act in an advisory capacity when 
called upon by State society committees.
S u m m a r y
The professional accountant is exposed 
to ever increasing hazards. Those which 
may be regarded as normal and fair should 
be (and are) cheerfully borne. A special 
type of hazard, an outcrop of the depres­
sion, is found in the so-called strike suit. 
Cooperative effort is necessary for mutual 
protection. The profit must be taken out of 
the blackmail suit. How this necessary and 
desirable result may be achieved is a matter 
with which the entire profession is con­
cerned. The tentative solution which has 
been submitted is intended merely for the 
purpose of encouraging thought and dis­
cussion. A final decision is not expected 
this morning.
A d m i n i s t r a t i v e  A g e n c i e s  I n  
G o v e r n m e n t
by N a t h a n  B o o n e  W i l l i a m s ,  Attorney, Washington, D. C.
W E approach this important and most timely and interesting subject from a 
realistic, rather than from a legalistic point 
of view. This seems more in keeping with 
the tempo of the times; and would seem 
most likely to stimulate active thought 
among both layman and lawyer of their 
intimate and responsible relation to the de­
velopment of the science and practical op­
eration of government. Despite frequent 
trumpets of alarm, and notwithstanding its 
known imperfections, our government is 
probably most subject to informed public 
opinion than any other. He who would 
escape knowledge of developments in every 
quarter of the country must be a fugitive 
indeed. This results from our constitu­
tional free press, not yet fully alive to its 
responsibilities, together with our unex­
ampled developments in transportation and 
communication.
On a day in February, 1934, in the Con­
gress of the United States, the Chairman 
of the Committee on the Judiciary of the 
House of Representatives arose in his 
place and said:*
“The President just called me by telephone 
a moment ago and said he hoped the X bill 
could be passed. So this brings the judgm ent 
of the people in interest, the judgm ent of the 
Judiciary Committee, which had first respon­
sibility, and the judgm ent of the Executive, 
that has executive responsibility, in harm ony.”
More than twenty pages of the Con­
gressional Directory, issue of May, 1934, 
are used to merely list the major personnel 
of Emergency Relief Administrations now
*Congressional Record, p. 2107.
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in active operation; all a part of the ad­
ministrative agencies of the federal gov­
ernment. To list the responsible personnel, 
and to set forth in most brief compass the 
more important duties of executive depart­
ments and other agencies of administration 
in the affairs of our central government, 
requires some two hundred pages of the 
mentioned directory.
Since March 4, 1933, Executive Orders 
have been issued, by means of which duties 
are assigned, and responsibilities of ad­
ministrative agencies and agents of the 
federal government are restricted, mod­
ified, or enlarged, to the number of more 
than six hundred. True, many of these 
effect re-grouping of federal agencies, but 
many, if not most, of these are of vital 
concern to the individual citizen of what­
ever calling or occupation, or the business 
establishment of whatever activity. They 
affect the most intimate details of personal 
and business existence. Some of them set 
forth how, by whom, and in what manner 
of occupation the citizen may be employed; 
the hours he may work, the wages he must 
receive, and, as a consequence of some of 
these orders, that he may be required to 
surrender to others his right to deal with 
his employer as man to man if he so de­
sires, and accept the conclusions of agents, 
not of his own choosing, as to wages, con­
ditions, and circumstances of his employ­
ment. For the employer, such provide the 
kind and detail of records he must keep, 
and, in instances, the machinery he may 
use, and the volume of his production. 
Many other inferential consequences fol­
low. The acreage and price of some farm 
products are fixed, and otherwise directly 
and collaterally controlled.
This presents in broad outline the picture 
of administrative agencies in the federal 
government, not quite one hundred and 
fifty years after the adoption of the Con­
stitution of the United States.
C o n d it io n s  F o r e c a s t
Present governmental conditions bring 
to mind the words of a world famous and 
distinguished student of Democracy in 
America, who, almost exactly a hundred 
years ago, wrote :*
“For their happiness such a government
*Alexis de Tocqueville: Democracy in 
America.
willingly labors, but it chooses to be the sole 
arbiter of that happiness; it provides for their 
security, foresees and supplies their necessi­
ties, facilitates their pleasures, manages their 
principal concerns, directs their industry, regu­
lates the descent of property, and subdivides 
their inheritances—what remains, but to spare 
them all the care of thinking and all the 
trouble of living?”
“It covers the surface of society with a net­
work of small complicated rules, minute and 
uniform, through which the most original 
minds and the most energetic characters can­
not penetrate, to rise above the crowd. The 
will of man is not shattered, but softened, 
bent, and gu ided ; men are seldom forced by 
it to act, but they are constantly restrained 
from  acting; such a power does not destroy, 
but it prevents existence; it does not tyrannize, 
but it compresses, enervates, extinguishes, and 
stupefies a people, till such nation is reduced 
to be nothing better than a flock of timid and 
industrious animals, of which the government 
is the shepherd.”
Congress, recognizing its own weak­
nesses and shortcomings; a virtue, which 
we, ourselves, do not always exhibit; has 
transferred, perhaps temporarily, many of 
its accustomed details to the administra­
tive agencies of the government. This 
both startles and annoys many distin­
guished students of government, as well 
as many thoughtful citizens, without re­
gard to party. Shall we so weaken, so soft­
en, the citizen by presumptively necessi­
tous increase of administrative govern­
ment, that he will lose both self-reliance and 
capacity; even desire for a voice therein? 
I cannot think so. However we got there, 
we always go forward from where we are. 
The cycle of civilization pronounced by 
Sir Flinders Petrie has, as respect our­
selves, several vital elements not present 
in previous civilizations of which we have 
historical record. We seem certain to es­
cape his destiny of despair.
Congress and the law-makers of the 
several states called upon to write laws 
they do not understand, to remedy condi­
tions they cannot explain, are properly 
puzzled and uncomfortable. They instinc­
tively sense the fact that government is, 
and of necessity ever must be, a living 
growth, having its roots deep in the tradi­
tions and experience of the race; and 
drawing therefrom its sustenance and 
power. They realize that the mechanics 
of government, those means and agencies 
of collective force by which we get things
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of public concern accomplished, have not 
kept step with the advances made in other 
fields of human knowledge and experience. 
Quite likely, we need to mobilize consider­
able of our intelligence for study and 
action upon these problems.
Economic and social disaster has so 
ravaged our well-being, and in so many 
ways that could and should have been 
prevented by thoughtful government—nay, 
in ways that have been promoted and ac­
celerated by its sentimental excesses—that 
the population, almost of necessity, calls 
upon its most powerful agency to so direct 
and control both public and private affairs 
as to give the citizen time to recover his 
mental poise and economic balance.
This is not to minimize the fact that 
many present results are the effect of the 
short-sighted avarice and activities of the 
citizen. He has been accustomed to run 
riot over a land of virgin richness; re­
straint he has rarely experienced or ac­
cepted. He is suffering the headache of 
the morning after a debauch. The foot­
falls of the kitten of retribution on the 
carpet of his errors and extravagance 
sound like thunder-claps to his nervous 
ears.
Nothing, however, is more persistent 
than the human race; or the genius of our 
kind toward orderly government. A 
middle course of well co-ordinated and 
developed relation of executive, legislative, 
and judicial functions and activities is to 
be expected. Such will be developed, es­
tablished, and maintained. Set-backs now 
and then, certainly, but this will be our 
developing contribution to the science of 
government; a rounding out of the funda­
mental idea of the Constitution of the 
United States.
B u r e a u s  a n d  C o m m i s s io n s
Most offices and officers with executive 
or administrative power are created, and 
all are compensated, by authority of legis­
lative enactments. The propriety and 
wisdom of such legislation is a joint func­
tion of the President and Congress. Their 
mandate roots back to the electorate. As 
to the activities of such agencies in rela­
tion to the citizen, the judicial power is 
the final arbiter.
The administrative agencies in the 
federal government are the President, and 
those executive activities under his direc­
tion or partial control, set up by virtue 
of constitutional provisions, or by duly en­
acted and constitutional statutes. It is most 
frequently the incompleteness, or thought­
lessness, with which legislative duties have 
been discharged that has produced the re­
sults and development of “bureaucracy” of 
which so many find just cause to complain.
The perils of bureaucracy are admittedly 
many and serious. Few citizens, few legis­
lators, ever distinguish between legislative 
bureaucracy and that variety which is inci­
dent to, or developed by, the administrative 
agencies of government. Divisions of ex­
ecutive departments, or of administrative 
agencies, are frequently called “bureaus,” 
hence the word. There is a present tend­
ency to call these “divisions,” or “boards” 
of this, that, and the other, but whatever 
the name, the peril is ever present as an 
incident of power.
Legislative “bureaus” are commonly 
called “commissions”—those amorphous, 
semi-independent establishments, which 
are set up by a lazy or suspicious Con­
gress, and which embrace within one body 
legislative, executive, and judicial au­
thority. Again, perhaps from equally un­
praiseworthy aims or motives, the acts of 
such bodies are rather carefully protected 
from court review by the judicial branch 
of the government. The courts have not 
been sufficiently assertive in protecting 
their own responsibility against this subtle 
form of encroachment. Commonly, such 
legislative bureaus have been designed to 
be measurably or wholly independent of 
executive control or direction. Their exer­
cise of legislative powers under grant of 
Congress is an admission by Congress of 
its disinclination to exercise or perform 
legislative responsibilities. By their invest­
ment of both executive and judicial func­
tions, unwarranted inroads, which should 
not be tolerated, are made upon time-tried 
and tested principles of government. It 
is to be remembered that the Executive 
has joint responsibility with Congress in 
law making, and is not free of dereliction 
in this development.
A former President and one of Ameri­
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ca’s foremost students of government 
wrote :*
“Regulation by commission is not regula­
tion by law, but control according to the dis­
cretion of governmental officials. Regulation 
by law is judicial, by fixed and definite rule, 
whereas regulation by commission is an affair 
of business sense, of the comprehension and 
thorough understanding of complex and vari­
ous bodies of business. There is no logical 
stopping place between that and the actual 
conduct of business enterprise by the govern­
ment.
“Such methods of regulation, it may be 
safely predicted, will sooner or later be com­
pletely discredited by experience. Commis­
sions in the fu ture as in the past will reflect 
ra ther public opinion than business discretion. 
The only safe process, the only American 
process, the only effective process, is the 
regulation of transactions by the definite pro­
hibitions of law, item by item, as experience 
discloses their character and their effects, and 
the punishment of the particular individuals 
who engage in them.”
Our governmental situation is but the 
result of public apathy and legislative in­
eptness ; of our failure to take thought and 
to keep and maintain inviolate the real and 
fundamental contribution which the adop­
tion of the Constitution made to the 
science of government—a balanced trium­
virate of legislative, executive, and judi­
cial power—each supreme in, and jealous 
of, its field and functions under the limita­
tions of a written Constitution—a Consti­
tution phrased in broad term s; but a living 
charter, fully capable of protecting the in­
dividual in his every proper relation of 
existence, and of promoting the growth 
and development of a great people to the 
highest plateau of civilization of which 
they may be capable.
C o u r t  R e s t r a i n t s  
Legislative restrictions upon the courts 
and of the judicial power to review the 
action of bureaus and commissions is at 
the base of many of the conditions of 
deficiency and ineffectiveness; not to in­
clude down-right injustice; with which 
the citizen has to contend in the operations 
of government. For it must be always 
remembered, as was so well said by the 
late Solicitor General Lehman: “The gov­
ernment always wins when the citizen gets 
justice; it always loses when he is 
wronged.”
*W oodrow W ilson: American Lawyer, May, 
1908.
Between that individualism which is the 
tradition and proud inheritance of the 
American citizen, wherein he recognizes 
both the duties and obligations of inde­
pendence ; and that spurious variety, some­
times mistakenly called “rugged,” with a 
claim of unrestricted rights and no obliga­
tions ; and the doctrinaire, who would plan 
and administer the most intimate details of 
his existence; the citizen properly seeks 
some sound middle course of governmental 
action, which will preserve to him his prop­
er independence; allow him justifiable free­
dom of life and action; and prevent and 
punish the unsocial activities of those who 
would prey upon him. This much he ex­
pects from government; this much he will 
secure.
In this endeavor, the citizen must be 
allowed the freest possible access to the 
courts. He must have the aid of a re­
vivified and conscientious bar, alive to its 
traditions of integrity; jealous of its 
honor and devotion to justice between 
men. Such a bar will see to it that in­
roads upon judicial power and function 
shall come to an end without delay; that 
justice shall be dispensed with celerity and 
exactness to all in every relation of human 
existence.
It was written by the philosopher, from 
whom we have already quoted:*
“The strength of the courts of law has ever 
been the greatest security which can be 
offered to personal independence; but this is 
more especially the case in democratic ag e s; 
private rights and interests are in constant 
danger, if the judicial power does not grow 
more extensive and more strong to keep pace 
with the growing equality of conditions.” 
Our judicial development has not kept 
step with our growing needs and the de­
veloping complexity of our activities. 
Many of its forms and many of its 
processes need to be modernized. This is 
an omission of the citizen; an especial re­
sponsibility of the bar and the judiciary, 
to be shared by both legislator and execu­
tive, and, in which we have all been remiss. 
We may expect to fare worse or do better.
The all-inclusive constitutional provision 
which lodges executive power in the Presi­
dent reads:
“The executive Pow er shall be vested in a 
President of the U nited States of America
*Alexis de Tocqueville: Democracy in 
America .
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. . . .  he shall take Care that the Laws be
faithfully executed.” (P arts  of sections 1
and 3, Article II .)
These provisions carry through and 
make responsive all administrative agen­
cies, but as earlier noted, the responsibility 
for legislation is a joint task for both 
Congress and the President. It is to the 
faithful execution of the laws so made, to 
which the executive responsibility attaches. 
If these laws make unwarranted restric­
tions upon the rights of the citizen, or 
either in substance or in administration, 
do not afford him proper protection under 
the Constitution, the judicial power is 
supposed to be available to him for proper 
redress. When, however, such laws make 
attempts to restrict judicial power, and the 
courts are found neither jealous nor zeal­
ous in the protection of their own rights 
against either legislative or executive en­
croachment, the plight of the citizen, while 
not hopeless, is luckless, indeed.
A P r e s e n t  O p p o r t u n i t y
Past experience leads us to conclude 
that every twenty years or so there arises 
an opportunity to correct past errors and 
to proceed anew. Such an opportunity is 
now present wherein to recast the pattern 
of government, especially as it relates to 
the laws affecting and governing general 
business operations in the field of inter­
state and foreign commerce. The occasion 
is propitious, the need urgent. For almost 
half a century both states and nation pro­
ceeded upon the theory of compelled com­
petition as to all forms of business enter­
prise. Gradually, public realization has 
come about that this was e rro r; that 
necessarily monopolistic public utilities 
such as transportation, communication, 
light, and power, all requiring franchises 
and occupying some part of the public 
domain in lands, roads or ways, were best 
regulated through limited monopolistic 
enterprises. Other enterprises with mo­
nopolistic designs upon the market, or in 
efforts to avoid competition, have sought 
protection under the umbrella of public 
service. There has followed the soft- 
thinking suggestion that every human 
activity was charged with the legal impli­
fication of public service. But such think­
ing omits the realization that essential
monopoly is neither present, necessary, nor 
implied; that while such principle does 
exist in certain forms of enterprise, that 
it is not present, and can never be present 
in pants-pressing, the making and market­
ing of shoes, ships, or sealing-wax, except 
we have a completely socialized State—a 
mirage of imaginative iridescence.
The recognition of these proper princi­
ples does not imply that competition 
should not be controlled rather than com­
pelled. A balance needs to be established 
and maintained between the centrifugal 
force of competition and the centripetal 
tendency of combination, that the one may 
not cause our economic system to fly to 
pieces, nor the other coalesce it into a dead 
destiny.
For almost fifty years we have had 
much experience of the operation of the 
Sherman Anti-trust law, supplemented by 
certain provisions of the Wilson Tariff 
Act, augmented by the Clayton Act, re­
stricted by the Capper-Volstead Act, 
affected by the Webb Export Trade Act, 
the Federal Trade Commission Act, the 
Packer’s and Stockyards Act, and others.
The authority for the administration of 
these various laws is rather romantically 
scattered about. The theories of some 
of them conflict with the theories of 
others, and taken together, they present a 
jumble of jurisprudence of confusing 
complexity to both lawyer and layman.
The 73d Congress introduced into the 
system of federal regulation of ordinary 
business operations legislation which in­
jects for a time into the social structure 
untried principles of industry regulation 
and governmental control. This was 
accomplished by the passage of the Agri­
cultural Adjustment Act, Public No. 10; 
and the National Industrial Recovery Act, 
Public No. 67, to select but two leading 
examples. These laws indicate a determi­
nation on the part of our people to proceed 
from where we are to ends and aims only 
dimly perceived.
The National Industrial Recovery Act 
has provided the most drama. By its 
terms, industries securing approval of 
codes of fair competition at a price are 
relieved for the life of the act, which 
expires on June 16, 1935, and for six 
months thereafter, of liability under the
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provisions of the anti-trust laws. Anti­
trust laws have for years been the duffer 
alibi of industry, but this sand-trap has 
temporarily been made fairway. We might 
paraphrase the words of the great Chief 
Justice Marshall: “Let the end be legiti­
mate, limitations are non-existent.”
By this new legislation, government 
temporarily tenders its efforts in fields 
heretofore regarded as without its proper 
scope. The citizen has had and is daily 
receiving a liberal education and new and 
personal experience of the exercise of 
legislative activity in the making of codes 
for industry; of executive responsibility 
in administering such codes; and of judi­
cial problems as to their application and 
meaning. All these concern the most inti­
mate and vital affairs of his daily exist­
ence. He is experiencing results he never 
before imagined. I suspect that he is find­
ing out that there are many things which 
government must ever leave to the initia­
tive of the citizen, acting under the rule 
of general laws applicable to all alike. If 
I mistake not, he is developing a new 
reverence for the limitations and protective 
provisions of the Constitution of the 
United States.
Restricted to their proper scope, appli­
cable only as they are to the regulation of 
transactions in interstate and foreign com­
merce, these laws might have been pro­
ductive of much more of good than ap­
pears likely to be the net result.
Such net result cannot be evaluated until 
the work of the next Congress is before 
u s ; until it is seen whether or not these 
varying laws above mentioned are put into 
one cohesive statute preserving to the full 
the right of the citizen, corporate or indi­
vidual, to have access to the courts to in­
voke their provisions whenever actual or 
or threatened violation of their terms im­
peril his person or property.
The mentioned new statutes, AAA and 
NIRA, as well as others, do indicate a 
determination upon the part of the public 
to put a stop to the practices of certain 
business enterprises, which practices waste 
social capital—the conduct of enterprise 
at a loss on the capital of others. Society 
appears to rightfully expect a return of 
reasonable profits from which government 
may exact its proper charge in the form of
reasonable taxes for the social protection 
afforded; and from which both invested 
capital, enterprise, and energy, manual and 
other, may receive a just and reasonable 
return.
These new laws seem to properly con­
template that industry shall agree upon 
rules, which among others, will recognize 
certain minor social inhibitions and re­
quirements recognized since the time of 
Hammurabi, King of Babylon, some five 
thousand years ago, such as a minimum 
wage as a legitimate beginning charge 
upon employing enterprise. Society ex­
pects a work week which will afford op­
portunity for social development and con­
sumption of the goods and services of our 
expanding civilization. Such wage and 
such work-week may most properly be 
determined by those engaged in the par­
ticular trade, and without interruption or 
coercion on the part of the government or 
others.
All this will require some revision of 
book-keeping; some revised balance sheets; 
some realization that the wealth of the 
country exists in its citizenry, and not in 
symbols. Some of these revised balance 
sheets are being compelled by circum­
stances; some by new provisions in the 
tax laws, with probably others to follow.
In the new statute for business regula­
tion, there is no call to do any violence 
to established constitutional principles, or 
to run riot over constitutional limitations, 
nor to omit or cancel worthwhile provi­
sions of our laws designed to protect 
either business of the citizen against mo­
nopoly or monopolistic practices designed 
to either exploit or control the market. 
The right to agree upon rules of fair 
practice with full opportunity for court 
review by either citizen, unit of industry, 
or government should and will afford full 
protection both to industry and the public 
from the cannibalistic fringe.
Singularly enough a major part of this 
envisioned new statute is already the law 
of the land, having become such by Public 
No. 343, 73d Congress, approved June 14, 
1934, providing for declaratory judgments 
in the courts of the United States. This 
law long urged by jurists will greatly 
facilitate the defense and protection of the 
rights of the citizen by enabling him to
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have declared his rights in advance. In­
stead of stepping into the dark, he can 
turn on the light of judicial determination 
before taking the step. Concerning the 
principles of this law, an eminent English 
jurist once wrote:
“the convenience in the public interest is all 
in favor of providing a speedy and easy access 
to the courts fo r H is M ajesty’s subjects who 
have any real cause of complaint against the 
exercise of statutory powers of governmental 
departments and governm ent officials, having 
regard to their growing tendency to claim the 
right to act w ithout regard to legal principles 
and without appeal to any court.”
(Dyson v. A ttorney General, (1911) 1 
K.B. 410.)
This modernized procedure has existed 
for four hundred years in the courts of 
Scotland, for long terms in the laws of 
many nations, and is now available to the 
citizen in thirty-four of the several States, 
and is now written into the jurisprudence 
of the United States.
It thus appears that the task now con­
fronting the next Congress is but one of 
intelligent draftsmanship in order to save 
what is of proven public advantage, as 
well as put before the business world a 
clear rule of law defining both rights and 
responsibilities.
There is no political answer to a busi­
ness problem. From its experience of the 
past few months and years, both business 
and government has learned a lot. It re­
mains to be seen if both will rationalize 
their experience and seasonably seek the 
solution. This new legislation and the 
myriad experiences growing out of it, as 
well as the necessity for a new permanent 
business charter is the present challenge 
to both industrial and political statesman­
ship.
As the traditional functions of govern­
ment tend by lack of challenge to expan­
sion, the citizen must ever be alert to save 
his means of livelihood from absorption 
by the State. It was written by John 
Ruskin:
“. . . . the public . . . .  will find that commerce 
is an occupation which gentlemen will every 
day see more need to engage in, rather than 
in the business of talking to men, or slaying 
th em ; that in true commerce, as in true 
preaching, or true fighting, it is necessary to 
admit the idea of occasional voluntary lo ss ; 
that sixpences have to be lost, as well as
lives, under a sense of duty; that the m arket 
may have its martyrdom s as well as the 
pulpit; and trade its heroism, as well as w ar.”
T h e  T r a d e  A s s o c ia t io n
In the administration of present new 
legislation affecting industry and com­
merce, particularly in the administration 
of the National Industrial Recovery Act, 
both industry and government has sum­
moned to their aid the trade or industry 
association. Both history and philosophy 
concur in the wisdom of such course. Un­
fortunately, but few industries were suffi­
ciently organized to properly undertake or 
discharge such task. With all our touted 
organizing tendency, only a limited num­
ber of business men had ever thought 
through this problem to a realization of 
the necessity and usefulness of the organi­
zation of a particular trade or industry. 
This situation afforded an opportunity 
which was quickly seized upon by those 
predatorially or dictatorially inclined. The 
result is hundreds of split-infinitive codes, 
from mop-sticks to marcel-wavers, from 
the results of which the National Recovery 
Administration is trying to extricate itself 
with indifferent success. There was also 
created the device of “Code Authority” 
with legislative, executive, and judicial 
functions. Excellent but expensive educa­
tion for a lot of people, but much too top- 
heavy to stand strain.
In working out the details of the rela­
tion of business to government, to its con­
stituent parts, to society as a whole, the 
creation and studious development of 
organizations of men engaged in the same 
common line of endeavor is the only 
answer. Their common enterprise presents 
the only common denominator of their 
interest. They speak the same language. 
Such organizations are the largest unit of 
successfully organized and cohesive en­
deavor. Knowledge and experience gained 
in a common task is of high value to both 
government and industry. It was said, an 
hundred years ago, by Alexis de Tocque­
ville, when seeking a formula for the pro­
tection of the rights of the citizen in demo­
cratic countries:
“An association fo r . . . .  commercial, or 
m anufacturing purposes . . . .  is a powerful 
and enlightened member of the community, 
which cannot be disposed of at pleasure, or 
oppressed without rem onstrance; and, which,
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by defending its own rights against the en­
croachment of the government, saves the 
common liberties of the country.” 
Associations and individuals operating 
under codes of fair competition established 
under these new laws have not generally 
been vigorous in realization or use of their 
newly found responsibility. They must, 
however, come to the realization that to 
preserve and protect such rights, they 
must not allow them to lapse from non­
use. Nor may they cast their burdens 
upon government. It is by their neglect 
that they invite extensions of governmental 
control; by their excesses that they require 
it.
We conclude that from the accumulated 
and quickened knowledge and experience 
of the citizen during the past years has 
come an even greater understanding of 
his part and place in the scheme of things 
governmental, as well as in his daily efforts 
to make a place for himself in his industry 
or trade. Thousands of men daily en­
gaged in the interpretation and execution 
of the hastily devised temporary laws of in­
dustry are compelled to look beyond either
their desk or bench, beyond their farms 
or their factories. They will pass to the 
intimate and detailed consideration of the 
aspects and effects of political government 
upon their daily lives and interests. They 
will analyze and study the accomplish­
ments, the costs, the weaknesses, and the 
failures of government. They will mea­
sure the men whom they have chosen for 
political administration. Performance will 
mean more than platitudes.
From all this we may reasonably hope 
to soon see emerge a new statute of 
reasonably regulated business independ­
ence, outlined in right and reason. We 
may expect a rounding out of the govern­
ment of the United States into greater 
harmony of development and administra­
tion of its legislative, executive, and judi­
cial functions and powers. All this will 
develop a more complete and better bal­
ance of relation in governmental activities 
in relation to the citizen, all under the con­
trolled restraints of a written Constitution; 
venerable but vigorous.
This is the challenging problem of the 
present; the hope of all the tomorrows.
Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E dito r ,  W . T . S u n l e y , C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to problem 3 of the May, 1934, Examination Service of The 
American Society, published on pages 558-561 of the September, 1934, issue.
The C.P.A. candidate is furnished with a balance sheet as at the end of the 
year and data equivalent to a summarization of the year’s transactions from which 
he is asked to prepare two statements:
( 1 ) a balance sheet as at the beginning of the year, and,
( 2 ) a statement of application of funds for the year.
The candidate should recognize at once the “reversing process” necessary in 
order to obtain the figures for the beginning balance sheet. A working sheet can 
be used to advantage in solving this problem.
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In the first column of the working sheet presented here the December 31, 1933, 
balance sheet figures are set down first. These are followed by the figures taken 
from the Profit and Loss Statement for the year. The Earned Surplus figure 
among the credits does not include the profit for the year, as the actual figures 
from the Profit and Loss Statement are substituted.
Entry (1) in the second and third columns reverses all entries made through 
the Cash books during the year. One or two features may require short comment.
The candidate should realize that (a) the payment made for the reacquired 
bonds and (b) the cash received on the sale thereof are reflected in the net 
increase in Cash, $1,223.35. Recording the reversal of these two transactions in
journal entry form we have:
(a) Cash ............................................................................  $12,000
Profit on Sale of Reacquired B o n d s ......................  3,000
6 %—First Mortgage B o n d s............................  $15,000
(b) 6 %—First Mortgage B onds....................................  $15,000
Profit on Sale of Reacquired B o n d s..............  1,500
Cash ....................................................................  13,500
The sale of fixed assets requires a little thought also. The transaction may be 
analyzed thus :
Gross book value ........................................................  $11,133.90
Amount received..........................................................  $2,950.00
Less — P ro f i t ..............................................................  328.99 2,621.01
Depreciation Reserve cancelled..........................  $ 8,512.89
The reversal of this transaction may be journalized in this way:
Land, Buildings, Machinery, e t c ................................ $11,133.90
Profit on Sale of Fixed Assets .................. .............. 328.99
Reserve for Depreciation ..........................................  $ 8,512.89
Cash ......................................................................  2,950.00
Entries 2 through 5 on the working sheet reverse the transactions referred to 
in the last four paragraphs of the problem.
Other entries accomplish reversals as follows:
Entry 6—Sales (credit).
Entry 7—Close increase in inventory against inventory account.
Entry 8 —Depreciation.
Entry 9—Bad Debts.
Entry 10—Bond Discount and Expense.
Entry 11 closes the remaining nominal accounts together with the unpaid 
balances of the Accounts Payable and the Accrued Liabilities accounts against 
the Materials, Wages and Other Expenses account. This transaction results in a 
decrease of Deferred Charges.
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BEILFUSS CORPORATION 
Balance Sheet 
December 31, 1932 
A ssets
Current Assets:
Cash in bank and on hand..............  $ 18,643.89
Receivables:
Notes Receivable ........................ $114,717.96
Less—Notes Receivable Dis­
counted ......................................  104,527.40
 $ 10,190.56
Accounts Receivable....................  130,626.88












Unamortized Bond Discount and
Expense ........................................  $ 3,814.04
Other Deferred C harges..................  6,348.17
Total Deferred Charges............
Total A sse ts ..............................
Liabilities
Current Liabilities:
Accounts Payable ............................  $ 10,348.17
Accrued Liabilities ..........................  18,631.46
Total Current Liabilities 
Fixed Liabilities:
6 %—First Mortgage Bonds.
Total Liabilities........................
N et W orth
Capital Stock:
Preferred .......................................... $200,000.00
Common ............................................  200,000.00 $400,000.00
Surplus:
Earned S u rp lu s ................................ $ 45,444.87










Total Liabilities and Net Worth $747,886.69
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BEILFUSS CORPORATION
Statement of Application of Funds for the year ending December 31, 1933 
Fund Provided:
Net Profit for year ............................  $ 94,403.05
Depreciation Charged against
Profits ............................................  70,531.91
Net Return on Fixed Assets Sold:
Gross value ..................................  $ 11,133.90
Less—Accumulated Depreciation 8,512.89 2,621.01
Write-off of Bond Discount and
Expense ........................................  53 9 .5 9
Sale of Common S to c k ..................  50,000.00
Total ......................................  $218,095.56
Applied as Follows:
Purchase of Fixed Assets................  $158,705.24
Preferred Stock (taken in payment
of debts) ......................................  2 0 ,0 0 0 .0 0
Dividends Paid ................................  23,250.00
*Increase in Working Capital..........  16,140.32
Total ....................................... $218,095.56
*Increase in Working Capital.
Increase in Current Assets :
Cash ..................................................  $ 1,223.35
Notes Receivable.............................. $ 1,158.47
A dd—Decrease in Notes Discounted 47,214.74
$ 48,373.21
Accounts Receivable ......................  109,115.28
$157,488.49
Less—Increase in Reserve for Bad 
D e b ts ..............................................  25,268.65
Net Increase in Receivables........  132,119.84
Inventory ..........................................  16,087.69
Deferred Charges ............................  764.75 $150,195.63
Increase in Current Liabilities:
Bank Loans ......................................  $ 95,000.00
Accounts Payable ............................  35,339.36
Accrued Liabilities ..........................  3,715.95 134,055.31
Net Increase in Working C ap ita l,.,, $ 16,140.32




























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































624 THE CERTIFIED PUBLIC ACCOUNTANT October,
T h e  A t l a n t i c  C i t y  M e e t i n g
The Thirteenth Annual Meeting of The 
American Society of Certified Public Ac­
countants was held at the Claridge Hotel, 
Atlantic City, October 1-4.
Twenty-six states were represented in 
the registration, which passed two hun­
dred, with California and Washington fur­
nishing members from the extreme West, 
Minnesota from the North, Massachusetts 
from the East and Florida, Louisiana and 
Texas from the South. When the Secre­
tary reached the Claridge Hotel Friday 
evening he found several of the members 
had preceded him. By Sunday evening the 
registration had passed a hundred. As 
usual, many of the members had taken the 
occasion to combine the annual meeting 
with a vacation period and some had been 
en route by auto for a week, visiting along 
the way. Sunday morning President Ellis 
headed a group, including members from 
Illinois, Minnesota and Colorado, which 
had a special car from Chicago.
Sunday evening the Executive Commit­
tee had its final meeting.
Up till Monday morning the weather 
man had not welcomed the accounting 
group very graciously. Four other national 
meetings were in Atlantic City for the 
week and during the four days of the 
meeting itself the sun was out, the water 
was warm and Atlantic City proved to be 
a very hospitable host so far as climatic 
conditions were concerned.
Monday morning the 1933-34 Board of 
Directors held its last meeting at which 
time, in addition to receiving the reports 
of the various officers and committees 
which had been prepared in advance and 
offered in printed form, it received the re­
port of the Executive Committee. The 
Executive Committee, in addition to the 
matters of form reported on, suggested 
that a Committee on Endowment be ap­
pointed and that there should be a further 
development of publicity plans along vari­
ous lines of activity.
Ralph W. E. Cole, National Councillor 
for The American Society in the U. S. 
Chamber of Commerce the past year, pre­
sented a report outlining the general pro­
gram of the Chamber for this year.
William C. Heaton, chairman of a com­
mittee appointed at the May meeting of 
the Board of Directors, presented a report 
which was briefly discussed, as was the 
report submitted by Herman C. J. Peisch, 
Chairman of the Membership Committee. 
A report from the Committee on Com­
plaints containing a specific recommenda­
tion with regard to a member against 
whom charges had been preferred, was 
received by the Board, and, after a short 
discussion, it was felt that before taking 
action thereon a definite provision for pro­
cedure in administering By-Law 12, should 
be adopted. A committee consisting of 
William D. Morrison, of Colorado, Chair­
man, Harry M. Jay, of Tennessee and Her­
man C. J. Peisch, of Minnesota, was ap­
pointed to bring in a report at a meeting 
of the Board for 1934-35, after which all 
reports or recommendations requiring fur­
ther action were by formal vote referred 
to the new Board of Directors with power.
Monday noon the first special luncheon 
was held by members of the State Boards 
of Accountancy, Walter N. Dean, Secre­
tary of the New York State Board of Ex­
aminers, acting as Chairman. During the 
six sessions held, nineteen representatives 
of twelve Boards were present, some at all 
sessions when there were no conflicts with 
other meetings. A specific program of 
problems centering around Examinations 
had been arranged. Detailed information 
had been asked of State Board members 
in advance regarding the examination re­
sults in previous years and those present 
were so impressed with the growing inter­
est in this special type of conference which 
had been held at Indianapolis, Milwaukee 
and Atlantic City, that they appointed a 
committee to draft a tentative constitution 
for a rather informal type of organization 
of State Boards of Accountancy.
Monday afternoon was given over to 
golf, bridge and various other types of 
contests. In golf, the Tanner Cup for low 
gross was won by Herman C. J. Peisch of 
Minneapolis. The District of Columbia 
Cup for low net was won by Henry J. Mil­
ler of New Orleans. Tom Williams of 
New Orleans, succeeded in carrying off
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the prize for the highest gross score and 
J. Arthur Marvin of New York, was the 
winner of the Kicker’s Handicap. The 
bridge prizes were awarded to Mrs. Wal­
ter D. Wall of Ohio, Mrs. Vernon Shef­
field of Virginia, Mrs. Jesse L. Cramer of 
West Virginia, Mrs. James F. Hughes of 
New Jersey and Mrs. William T. Sunley 
of Illinois.
The first meeting of the 1934-35 Board 
of Directors was held Monday afternoon, 
at half-past five. The Board received all 
unfinished matters transferred to it by the 
old Board. It then elected W. C. Heaton, 
of New Jersey, President.
The Committee on Resolutions was ap­
pointed, consisting of Messrs. Wall of 
Ohio, Peisch of Minnesota and Payne of 
Illinois. The President appointed Messrs. 
Carter of Georgia and Munchalfen of Illi­
nois as Tellers.
The Budget Committee presented a sug­
gested budget for discussion on Wednes­
day. The Secretary presented an agenda 
for the various other meetings which 
would be held. The Secretary was di­
rected to prepare an outline of the respon­
sibilities resting on State Representatives, 
for distribution to the members when the 
primary ballots are sent out as an assis­
tance in enabling them to make their nomi­
nations.
Monday evening an informal “Round- 
Up” began at 8:30 in the Binnacle Room. 
After the preliminaries, under the direction 
of President Philip Suffern and Miss Ma­
zie Scanlon, those present were inducted 
into a series of stunts at the close of which 
everyone knew everyone else. At ten 
o’clock “A Night in Monte Carlo” was 
enjoyed, the coupon reading “Inflation Ar­
rives—Your Coupon Redeemed in New 
Deal Money—The Accountants Have It.” 
At the close of an hour’s play it was found 
that H. H. Osborn of Tennessee, had ac­
quired the largest individual holdings 
among the men, with E. McDonald of Illi­
nois, second, while Mrs. C. C. Bryant of 
Florida, proved to be the most expert 
manipulator among the ladies, with Mrs. 
Philip Thompson of New Jersey, running 
a close second.
Tuesday morning a special Breakfast for 
Charter Members brought together a group 
whose membership dated prior to May 1,
1922, at which time the Charter roll was 
closed. Letters had been received from a 
hundred who were unable to be present, 
from which snatches were read. John B. 
Tanner acted as chairman of the meeting 
which was largely of a reminiscent char­
acter.
At ten o’clock the Convention of State 
Representatives was opened with William
C. Heaton, First Vice-President, in the 
chair. American Society officials from 
twenty-one states and committeemen from 
twenty states were present.
The special noon luncheon was for State 
Society Officials, with Philip S. Suffern, 
president of the New Jersey State Society, 
acting as chairman. The group became so 
interested in the questions raised that it 
was agreed to utilize the luncheon hours on 
Wednesday and Thursday for further con­
ferences. During these periods thirty-five 
different State Society officials from fifteen 
societies were present.
Friday afternoon the opening session 
was called to order by First Vice-President 
William C. Heaton. The invocation was 
delivered by Reverend Walter Bruggeman 
of the Community Church. Philip S. Suf­
fern, president of the New Jersey Society, 
welcomed the group, which welcome was 
responded to by Paul R. Strout, of the 
State of Washington, Second Vice-Presi­
dent. President George P. Ellis gave the 
annual address, taking as his subject 
“What Next?” Lawrence William Rob­
son, F. C. A., of London, England, was 
the honored guest of The American Soci­
ety during the entire meeting. He spoke on 
“Some Economic Aspects of Taxation.”
During the afternoon the ladies had a 
rolling chair parade covering the Board­
walk, reaching the Million Dollar Pier at 
four o’clock for the purpose of inspecting 
the afternoon’s net haul, which, of course, 
was of especial interest to those from in­
terior localities.
At the Board of Directors meeting Tues­
day afternoon the Secretary presented sev­
eral telegrams of regret at inability to be 
present, and was directed to reply to them.
Invitations were received for the 1935 
annual meeting, and after considering 
them the Board voted to hold the 1935 
meeting in Kansas City on the invitation
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of the Missouri Society. It then voted 
that it was the sense of the present Board 
that the 1936 meeting be held in Minneap­
olis on invitation of the Minnesota Society.
The Pirates Treasure Hunt began at 8  
o’clock. A hundred pasteboard boxes, each 
containing a number, had been buried at 
various points within a restricted area on 
the beach in front of the Claridge and the 
members, adorned with red headgear and 
carrying small tin pails and shovels, re­
paired to the beach to seek the key to the 
treasure. When a box was found it was 
reported to the umpire and that individual 
was out of the game. When they had all 
been retrieved everybody returned to the 
Claridge and shortly thereafter Captain 
Arthur Marvin Kidd, accompanied by his 
faithful singing crew, brought in the treas­
ure box from which there were drawn the 
prizes corresponding to the numbers which 
had been recovered during the hunt. Fol­
lowing this the golf, bridge and Monte 
Carlo prizes were presented and the bal­
ance of the evening was devoted to a floor 
show and dancing.
The Wednesday morning Breakfast was 
devoted to a discussion of Technical Prob­
lems. William Gordon Buchanan, Chair­
man of The American Society Committee 
on Accountancy Practice, presided.
The Board of Directors had an eight 
o’clock meeting. It had before it for con­
sideration at this time the reports presented 
on Monday by Herman C. J. Peisch and 
W. C. Heaton. Following a discussion it 
was voted that a small committee should 
be named for the purpose of making a spe­
cial study of the present status of member­
ship in State societies, and when com­
pleted, a larger committee should be 
appointed to carry out any plan that might 
be developed by the Survey Committee.
Messrs. Henry Miller of Louisiana, 
Frank Main of Pennsylvania, and Simon 
Loeb of New York were appointed a com­
mittee to report on Thursday on the, ques­
tion of Future Policies. The Budget pre­
sented on Monday by the Budget Com­
mittee, following informal discussion and 
amendment, was adopted.
At half-past ten the morning session was 
called to order by President Ellis. The 
first address was given by Dr. Joseph J. 
Klein, C.P.A., LL.B., of New York City,
on “The Most Hazardous of Professions.” 
That was followed by an address on 
“Credit Aspects of the New Deal,” by 
Henry H. Heimann, Executive Manager 
of the National Association of Credit Men.
The luncheon which had been scheduled 
for the officials of The American Society, 
was combined with the State Society offi­
cial group under the chairmanship of 
President Suffern.
At the afternoon session, over which 
Vice-President Paul R. Strout presided, 
the first topic was “Cooperation Between 
Bench and Bar and the Accountancy Pro­
fession.” The paper prepared by H. Theo­
dore Sorg, of Sorg, Duncan and Bailey, 
was read by C. P. King and a paper pre­
pared by Emanuel P. Scheck, of Osborne, 
Cornish and Scheck, was read by C. Irving 
Dennett, neither of the attorneys being able 
to be present. The accountancy profession 
was represented by Julius E. Flink, vice- 
president of the New Jersey Society. The 
next address was to have been given by 
Leon H. Henderson, of the Research and 
Planning Division of the N.R.A. On 
Thursday previous President Roosevelt 
had designated Mr. Henderson as Eco­
nomic Advisor and ex officio member of 
the revamped Administrative Board of the 
N.R.A. Due to the immediate necessity 
for the new Board to have practically con­
tinuous sessions, Mr. Henderson desig­
nated Dr. Herbert F. Taggart, C.P.A., in 
charge of the Cost Section, to represent 
him on the program, which he did very 
efficiently.
During the afternoon the ladies visited, 
under local direction, several of the Board­
walk features. At the Auditorium, which 
is the largest in the United States, they 
were favored with an organ concert by 
William H. Jackson. At the Crane & Com­
pany exhibit a musical tea was provided 
especially for them.
The Board met Wednesday afternoon 
at five o’clock. It was decided to continue 
the NEWS for the present year and con­
sideration was given to the type of mate­
rial which it should carry.
The Committee on Procedure reported 
and the same was adopted. The Board 
voted that this procedure should be fol­
lowed in the case referred to it by the Com­
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mittee on Complaints. The Board voted 
to continue the Committee on One Organ­
ization.
The balance of the officers were elected.
The New Jersey Society had endeav­
ored to secure Governor Moore as a ban­
quet speaker. This being election year and 
the Governor being a candidate for U. S. 
Senator, his schedule was made by the 
Democratic Committee and he was not able 
to give a definite promise. He indicated 
that if he could, he would look in on the 
meeting of The American Society some 
time during the time it was in session.
The Governor reached Atlantic City a 
little after five o’clock Wednesday after­
noon, at which time the afternoon meeting 
had closed. He had an appointment in a 
distant city for 7 :30 and the members 
present were due to leave for Hackney’s 
at seven.
George Kingsley, member of the New 
Jersey State Board, and a personal friend 
of the Governor, had conducted the nego­
tiations with the Governor, and on his ar­
rival it was agreed that he would speak to 
the members at six o’clock. While many 
had gone out for a Boardwalk excursion 
following the afternoon meeting, about 150 
of the members had the pleasure of hear­
ing the Governor. The Society appreciated 
his efforts during a strenuous campaign, to 
bring the greetings of the Chief State 
Executive.
At seven o’clock the group started for 
Hackney’s for a seafood party, followed 
by entertainment, the chief feature of 
which was a German Band of a dozen 
pieces, which rivalled the one that enter­
tained The Society so royally at Milwaukee 
a year ago.
Eleven o’clock found the group back at 
the Claridge and at 11:30 The Order of 
Twelve met for its annual pow-wow with 
more time than usual devoted to entertain­
ment features and less to serious matters.
The Thursday morning Breakfast dis­
cussion covered “Accounting Office Ad­
ministrative Problems.” The Chairman was 
Clarence L. Turner, president of the Penn­
sylvania Institute of Certified Public Ac­
countants.
The subject of “Municipal Accounting” 
was presented by Fayette H. Elwell of 
Wisconsin, a member of the Executive
Committee of the National Committee on 
Municipal Accounting. This was followed 
by an address on “Income Tax Problems,” 
given by Arthur H. Kent, J.D., Professor 
of Law at the University of Chicago, and 
Special Counsel for the Bureau of Internal 
Revenue.
The noonday luncheon was a continuation 
of those of the two previous days, a com­
bination of both State Society and Ameri­
can Society officials, under the general 
guidance of President Suffern.
The Board met Thursday at noon. Sev­
eral requests having come to the Secretary 
with regard to possible award trophies, the 
Board voted that trophies carrying indi­
vidual names would only be accepted from 
past presidents although trophies would be 
accepted from State societies, but in all 
cases the specific acceptance must be made 
by the Board. Following this action the 
Tanner Cup for a low gross golf score was 
accepted with appreciation.
The report of the Tellers was received 
to the effect that the representatives and 
directors as publishd in T h e  C e r t i f i e d  
P u b l i c  A c c o u n t a n t  had been found to 
be duly elected. The vacancy caused by 
the death of H. A . Roney of Indiana had 
resulted in a tie for Representative and in 
casting lots the winner had been Earl E. 
Thomas. The vacancy in the Director of 
the Fifth District had been filled by the 
election of William M. Madden. Repre­
sentative vacancies were filled by the elec­
tion of Clarence I. Drayton, New Hamp­
shire, George K. Edler, Nevada, Lincoln G. 
Kelly, Utah, Clarence S. Springer, Ver­
mont and F. Homer Eaton, Hawaii.
It had been expected that a representa­
tive of the Securities and Exchange Com­
mission could be present for the afternoon 
program but the Commission found itself 
unable to furnish a speaker due to the de­
mands which could not be overlooked re­
quiring the continuous presence in Wash­
ington of not only the Commission but of 
those in charge of the various divisions.
Colonel Arthur H. Carter, former presi­
dent of the New York State Society of 
Certified Public Accountants and imme­
diate past president of the National Asso­
ciation of Cost Accountants, kindly con­
sented to fill the hour thus vacated and 
delivered a most instructive address on
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“Accounting Trends under Present-Day 
Conditions.” Following this an Account­
ants Round Table was conducted by Henry 
J. Miller, past president of the Louisiana 
Society.
At half-past five the last meeting of the 
Board of Directors was held, which was of 
a mere formal character in officially pass­
ing on the individual items discussed in 
the previous sessions.
During the afternoon the sail around the 
Inlet which had been arranged for the 
ladies was cancelled. Weather conditions 
were such that only good sailors would 
have made the trip with perfect ease. The 
sight-seeing trip was extended to cover a 
larger amount of land territory where 
ocean breezes were more welcome than 
ocean waves would have been.
At half-past seven the Annual Banquet 
was the closing event of the Thirteenth 
Annual Meeting. The speakers’ table was 
graced by the officers, speakers and Walter 
A. Staub, president New York State So­
ciety.
Pennsylvania and Virginia Societies each 
arranged for a table in order that their 
solidarity might be better observed. How 
the Virginia group did cheer when Dixie 
was played. The toastmaster was Dr. 
James F. Hughes, former president of the 
New Jersey Society and of The American 
Society. The first speaker was Dean John 
T. Madden, C.P.A., of New York, speak­
ing to the subject of “Today.” The second 
was Strickland Gillilan of Washington,
D. C., famous humorist, newspaper col­
umnist and radio broadcaster, who pre­
sented his “Philosophical Meanderings,” 
for the entertainment as well as the edifi­
cation of those present. He was followed
by a traveller from England, Walter Ma­
gill, who spoke on “Some Impressions of 
America.”
The toastmaster then introduced our 
special guest, Lawrence William Robson, 
F.C.A., a member of the Institute of Char­
tered Accountants of England and Wales, 
who spoke briefly from the professional 
viewpoint, and President Suffern of the 
New Jersey Society, who said that while 
a good many kind things had been said to 
him with regard to the manner in which 
the visitors had been entertained, he felt 
that proper credit should be publicly given 
Messrs. Charles L. Hughes, Philip Thomp­
son, Douglass Besore, Aaron Smith and 
their wives, for developing and carrying 
out the plans which had been recognized 
by the visitors as successful.
At this point the toastmaster turned the 
program over to President Ellis, who called 
upon the Committee on Resolutions to pre­
sent its report and who then introduced the 
newly elected officers: Treasurer, Walter
D. Wall of Ohio; Second Vice-President, 
Orion N. Hutchinson, North Carolina; 
First Vice-President, William D. Morri­
sion of Colorado ; Secretary, D. W. Sprin­
ger of Washington, D. C .; Member of Ex­
ecutive Committee, Herman C. J. Peisch 
of Minnesota; and President, William C. 
Heaton of New Jersey.
President Ellis then turned over the 
gavel as representing the transfer of res­
ponsibility to the newly elected officials. 
President Heaton expressed his apprecia­
tion of the honor conferred on him, recog­
nized the responsibility that went with it 
and pledged his best energies to the tasks 
before him.
REPORT ON TH E TW ENTY-NINTH ANNUAL CONFERENCE OF 
TH E M UNICIPAL FINANCE O FFICERS’ ASSOCIATION OF 
TH E UNITED STATES AND CANADA 
By W i l l i a m  H. W e l c k e r ,  C.P.A., Philadelphia
THE twenty-ninth annual conference of the Municipal Finance Officers’ 
Association of the United States and 
Canada was held at the Benjamin Franklin 
Hotel in Philadelphia, September 17th to 
19th.
The session was opened with a paper by 
Dr. S. E. Leland, State Tax Commissioner 
of Illinois and Professor of Public Finance
at the University of Chicago, on “The 
Financial Future of Our Cities.” Dr. 
Leland discussed the trend of municipal 
expenditures by pointing out that there had 
been a very important change in the pro­
portion of all governmental expenditures 
which were borne by municipalities and his 
conclusions were that whereas formerly 
the expenditures of the local governments
1934 THE CERTIFIED PUBLIC ACCOUNTANT 62 9
such as cities were called upon to finance 
certain municipal activities, there was now 
a tendency for such expenditures to be 
largely shifted to the State and National 
Government. There was a corresponding 
shifting of functions of the City to the 
State and National Government. As an 
illustration of this tendency, Dr. Leland 
mentioned the experience with relief 
expenditures which two years ago were 
almost entirely local and now were divided 
entirely between the State and National 
Government with the National Govern­
ment assuming the bulk of the relief bur­
den.
Interesting papers were also presented 
on the first day by G. A. Lascelles, Execu­
tive Secretary of the Treasury Department, 
City of Toronto, on the subject “Local 
Revenues and Provincial Grants in Can­
ada” and at the same session by A. E. 
Neale, City Auditor, Springfield, Massa­
chusetts on “The Effect of State Grants in 
Aid.”
Probably the most important paper of 
the second day was that by Earl Hager­
man, Director of Finance, Dayton, Ohio, 
whose subject was “The Effect of Tax 
Limitations.” Mr. Hagerman stressed the 
development of legislation in the State of 
Ohio as well as the political psychology 
back of the same. His conclusions were 
that the tax limitations placed upon local 
officials in this State were not accomplish­
ing the purposes intended by the legisla­
tion and in addition were having the most 
damaging effect upon the finances of all the 
municipalities in the State. It was inferred 
that general bankruptcy would result in 
local government unless very drastic 
changes were made or the legislation was 
entirely repealed.
At the Tuesday luncheon, Corrington 
Gill, Assistant Administrator and Director 
of Research of the Federal Emergency 
Relief Administration, presented a very 
interesting picture of “The Program for 
Unemployment Relief” and stated that the 
Administration at Washington expected 
no reduction in the number of unemployed 
requiring relief during the coming winter. 
Mr. Gill said that the number of those 
receiving relief in January, 1933, was 
twenty million and while there had been a 
reduction in the figure to seventeen million
during the past six months, he fully 
expected the figure to go back to the 
twenty million during the coming winter.
The subject of “Municipal Credit” was 
the principal topic for discussion on 
Wednesday morning, the paper upon this 
subject being read by Henry Hart, Execu­
tive Vice-President, First of Michigan 
Corporation and former Chairman of 
Municipal Securities Committee, Invest­
ment Bankers Association of America. Mr. 
Hart brought up to date the experiences 
with the defaulting municipalities and 
pointed out from the standpoint of a 
bondman methods of improving municipal 
finances. There was a discussion of “Re­
funding Experiences” by C. H. Porterfield, 
City Auditor, Greensboro, North Carolina. 
In the afternoon there was a presentation 
of “Municipal Accounting Problems,” led 
by Frank J. Flanagan of Chicago, Chair­
man, National Committee on Municipal 
Accounting.
All of the meetings were very well 
attended, not only by municipal officials 
but also by certified public accountants.
Announcements
Rothman & Rothman, Certified Public 
Accountants, announce the removal of 
their offices to 1215 Pacific National 
Building, 315 West Ninth Street, Los 
Angeles, California.
Mount, Clapp & Carter, Accountants 
and Auditors, of New York and Atlanta, 
Georgia, announce the withdrawal from 
the firm of Allen W. Clapp. The firm 
with all of its associates will continue un­
der the firm name of Mount & Carter, with 
offices at 1205-6 Citizens & Southern Bank 
Building, Atlanta.
Mr. Clapp will devote his entire time to 
the practice of income tax and general civil 
law, continuing his connection with Jones, 
Fuller, Russell & Clapp, Suite 1308, 22 
Marietta Street Building, Atlanta.
Ben M. Davis, C.P.A. and attorney at 
law, of Davis, Watson and Buch, Ac­
countants and Auditors, Mims Building, 
Abilene, Texas, will hereafter engage in 
the practice of law in addition to his regu­
lar practice as a certified public accountant.
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T h e  R e p o r t  o f  t h e  S e c r e t a r y
To the Officers, Directors, State Representatives and Members of The American 
Society of Certified Public Accountants:
THE Thirteenth Annual Meeting of The American Society should be an 
occasion for forward-looking pronounce­
ments.
This office has experienced the most in­
tensive year of its existence. Congress 
has had before it for consideration many 
bills in which the profession was interested 
and The American Society, through its 
various committees, endeavored to present 
to Congressional committees the viewpoint 
of the profession.
The Committee on Federal Legislation 
was especially interested in the Revenue 
Bill. Its Chairman, Dr. J. J. Klein, for 
and on behalf of the committee, presented 
an extensive brief.
The Securities Act Practice Procedure 
Committee, Arthur H. Carter, Chairman, 
paid close attention to the Securities and 
Exchange Bill and it is believed that the 
public as well as the profession were bene­
fited as the result of the acceptance by 
Congress of several suggested amendments 
to the bill as originally introduced.
The Shannon Bill required all Govern­
ment departments to keep their costs on 
the same basis as would be required by 
private business concerns with which the 
Government is often in direct competition. 
The Secretary appeared before the Com­
mittee on behalf of the principle of the 
bill. Practically every governmental de­
partment was opposed to the increased 
work which would have been placed upon 
them. Some headway was made, however, 
as the result of the publicity given to the 
fact that the Government has been con­
stantly increasing its active competition 
with private business and in so doing has 
utilized an unfair trade practice in con­
nection with its own cost-keeping records, 
a practice which would not be counte­
nanced by the NRA in the Code sections 
governing costs.
The Norris and Ruffin bills, the purpose 
of which was to limit fees that might be 
received in connection with tax work by
either attorneys or accountants, received 
the attention of the Secretary to the extent 
that a careful check was continually made 
with reference to the possibilities of their 
being reported ou t; however both were 
kept in committee.
One following to any extent the tenden­
cies developed in Congress during the past 
few years is necessarily impressed with the 
various concerted movements looking to­
ward the centralization of power in the 
Federal Government. This has been more 
pronounced under the Democratic Admin­
istration, which party is supposed to be 
based on the principle of State Rights, 
than existed under the Republican regime. 
This tendency should be given careful at­
tention by all who believe in the broad 
principle that individual initiative has been 
one of the greatest factors in the develop­
ment of the United States.
Not only has Congress been interested in 
bills of the character referred to but the 
various departments have been concerned 
with problems affecting the profession. 
The Treasury Department has revised the 
Committee on Enrollment and Disbarment 
and has prepared new registration rules. 
In some quarters there has been a feeling 
that the general trend at Washington has 
been to lessen the position of the inde­
pendent accountancy practitioner. In our 
opinion that is incorrect. It is believed that 
the certified public accountant never stood 
as well in the eyes of the Federal Govern­
ment as he does today.
The Secretary was invited to represent 
the accountants in the preliminary discus­
sion regarding the Regulations which will 
be issued October 1.
This office has, during the year, been 
called upon by at least five of the depart­
ments to suggest ways of securing for 
governmental service the best available 
type of certified public accountant. Of 
course, the whole tendency of the Govern­
ment is to increase its employe class. There
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are those who are anticipating that ere 
long half the people in the country will 
be on the Government payroll. Of course 
the certified public accountant, when he 
enters the employ of the Government, loses 
his individuality as an independent ac­
countancy practitioner for the Government 
becomes the employer in the same sense 
that private business is continually draw­
ing to its official ranks certified public ac­
countants, believing them to have secured 
a training which makes them especially 
valuable in the private capacity. The Civil 
Service Commission has for some time 
recognized the possessor of a C.P.A. certi­
ficate as entitled to consideration in his ad­
vancement in the several civil service 
grades. While the Secretary’s personal 
view is that the Government is undertak­
ing to do altogether too much of its audit­
ing work and that both the Government 
and the public would be much better 
served by an increased use of the inde­
pendent accountancy practitioner, he has 
endeavored to render all possible assistance 
to the governmental units asking for the 
service which certified public accountants 
can furnish.
The development of the efforts to intro­
duce cost ideas into the various codes has 
been somewhat confusing to the profession 
due to the attempt on the part of the 
Government to cover too much ground. 
Less attention to details in codes from the 
beginning not only as affecting acceptance 
but all other matters, and more reliance 
placed on general statements, would have 
secured greater advancement.
A joint committee, representing the 
American Institute and The American So­
ciety, submitted a report to the Securities 
and Exchange Commission concerning 
“Financial Statements” under the Act of 
1934. It is rather interesting to note that 
those suggestions followed quite closely 
the report of the Committee on Statistical 
Reporting and Uniform Accounting for 
Industry to the Business Advisory and 
Planning Council for the Department of 
Commerce as formulated in the mono­
graph “Reports to Stockholders” which 
report was publicized only one day before 
that of the joint committee’s report.
The Treasury Department was contacted 
by the Secretary following a questionnaire
to the membership with regard to T. D. 
No. 4416.
The question of the professional status 
of accountants representing American 
clients with Canadian branches, has been 
under consideration. The American So­
ciety has presented a brief to the State 
Department with regard to the matter and 
while nothing definite in the way of a solu­
tion has yet been reported, we are hoping 
that the same freedom will be granted the 
American accountant in Canada as has 
been granted the Canadian accountant in 
the United States.
The Service of Examination Questions 
has continued to draw favorable expres­
sions from the Boards using it and the 
May examination was the first since its 
inauguration where the incident expense 
was equaled by the attendant receipts.
A larger number of visits to State socie­
ties and chapters has been made by the 
officiary of the Society this year than in 
any other year since the Society was or­
ganized. President Ellis has visited the 
societies in Alabama, California, Colorado, 
Georgia, Iowa, Kansas, Kentucky, Louisi­
ana, Michigan, Minnesota, Missouri, Mon­
tana, Nebraska, North Dakota, Oklahoma, 
Oregon, Tennessee, Utah, Washington 
and Wyoming. The Secretary has visited 
the societies in Connecticut, Florida, 
Georgia, Indiana, Maine, Maryland, New 
Hampshire, New Jersey, New York, 
North Carolina, Pennsylvania, Rhode Is­
land, South Carolina, Vermont and Vir­
ginia. Vice-President Heaton attended the 
meeting of the Pennsylvania Institute of 
Certified Public Accountants and Director 
Wilson represented the Society at the 
Arizona Society’s annual meeting. Former 
presidents Miller and Upleger took occa­
sion to look in on meetings in connection 
with trips which they made.
An experiment in the form of the 
C. P . A . N ew s  has been tried for four 
months as a means of substituting printed 
information to the membership rather than 
letter or mimeographed information.
The Spring meeting of the Board of 
Directors was the largest attended meet­
ing which the Society has held. The May 
issue of T h e  C e r t i f i e d  P u b l i c  A c c o u n t ­
a n t  contained a review of its transactions.
The finances of the year are reflected
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in the Financial report which follows. The 
policy of The American Society during the 
period of depression has been to ride along 
with its members to as large an extent as 
possible and extensions in payments have 
been quite generally granted on request. An 
interesting sidelight on the general upturn 
in business is the fact that the Society has 
received a larger amount in back dues, pay­
ment for which had been extended, during 
this year than in any of the preced­
ing years and it is believed that another 
year should practically return the Society 
to the normal membership-receipt situation 
which it enjoyed prior to 1930. The 
leniency which has been shown has been 
appreciated by many of the members.
A year ago it was reported that the New 
York State Society had invited State 
societies and the two national organiza­
tions, the American Institute and The 
American Society to appoint committees 
for the purpose of discussing the possi­
bility or feasibility of a single national 
organization. No call for a meeting of the 
committee thus appointed has been made 
by the New York State Society therefore 
no report of progress can be made.
During the year the following members 
have been called to render a final account­
ing.
DECEASED 1933-34
Archer, James M., North Carolina.
Black, Walter M., Tennessee.
Blackman, Wm. Robt., California.
Bright, Robert L., Tennessee.
Caldwell, Wm. C., Alabama.
Colley, Frederick G., New York.
Cummings, Arthur S., Massachusetts.
Davis, Humbert C., Colorado.
Dennis, William H., New York.
Edwards, Guy, Iowa.
Ehrman, Adolph W., Michigan.
Goodloe, J. S. Morris, New Jersey.
Grahmann, Ernst F., Illinois.
Herde, George F., District of Columbia.
Hunter, Andrew, Jr., Maryland.
Lewis, Homer E., Ohio.
Ludlam, Charles S., Florida.
Marshall, Frederick, New York.
Myer, Joseph C., New York.
Peter, William P., Texas.
Pollard, Charles E., New Jersey.
Rion, William C., South Carolina.
Roney, H. A., Indiana.
Rosson, George T., Alabama. 
Smyth, James F., California. 
Snider, Howard M., Louisiana. 
Stradley, Edward M., Michigan. 
Stewart, Richard L., Illinois. 
Trostler, Cole, New York.
Weil, Samuel S., Wisconsin. 
Wilson, Robert, Tennessee.
The Society has evidenced its interest 
in the establishment of libraries by State 
societies by presenting to the State socie­
ties of Maryland and Louisiana a set of 
bound volumes of T h e  C e r t i f i e d  P u b l i c  
A c c o u n t a n t ,  beginning with Vol. II in 
each case, Vol. I having been exhausted.
The membership record for the year is 
as follows. As of September 1, 1933, 
2085. Reinstatements and new members, 
186; losses by death, 31; resignations, 47; 
dropped, 1 0 1 , leaving a membership of 
2092 as of August 31, 1934. It will be 
noted that the resignations during the year 
were practically half those of the previous 
year and the reinstatements and new mem­
bers practically doubled those of the previ­
ous year.
Respectfully submitted,
D. W. S p r i n g e r ,
Secretary.
REPORT OF COM MITTEE ON COM­
MERCIAL ARBITRATION 1934
Where might controls arbitration may 
not enter. In the various doctrines of 
collectivism little, if any, place may be 
found for arbitration.
The sharply drawn issues as between 
collectivism and individualism have so ob­
scured or set aside other issues as to inter­
fere with progress in the promotion of 
State laws making adequate provision for 
the arbitration of commercial disputes and 
in the utilization of such privileges where 
available.
Under the conditions which have ob­
tained during the past year members of 
this committee and members of committees
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of State societies have not been able to 
engage in cooperative work of other than 
an educational nature as preparation for 
a future day. To their credit it may be 
said that such work has had their con­
sideration and their attention as oppor­
tunity has permitted.
Respectfully submitted on behalf of the 
Committee,
H o m e r  A. D u n n ,  Chairman.
REPORT OF COM MITTEE ON 
CALENDAR SIM PLIFICATION
There has been very little action in con­
nection with calendar reform during the 
past year, consequently your Committee 
on Calendar Simplification has nothing 
new to report.
Your Committee desires at this time to 
call to your attention that the International 
Conference of the League of Nations will 
convene in 1935 at which time your Society 
has requested that the question of a simpli­
fied calendar be discussed with a view of 
securing some definite action on the matter.
Respectfully submitted for the Com­
mittee,
J. H. S c h m i d t ,  Chairman.
REPORT OF COMMITTEE ON
CLASSIFICATION AND CER­
TIFICATIO N OF ACCOUNT­
ANCY SERVICES
The chairman of the Committee on 
Classification and Certification of Ac­
countancy Services finds what he regards 
as a sufficient excuse for reporting no ac­
tion by the committee during the past year, 
in the fact that conclusions with respect 
to satisfactory form of certificate have 
been impossible because of the state of flux 
which has surrounded the question of cer­
tificates.
Three considerations bear on this ques­
tion :
(1) The Federal Trade Commission 
Rules and Regulations under the 
Securities Act of 1933, promul­
gated July 6 , 1933, and amended 
April, 1934.
(2) The suggestions of the New York 
Stock Exchange, in cooperation 
with a committee of New York ac­
countants, issued in January of 
1934.
(3) The impending rules and regula­
tions of the Securities Exchange 
Commission, as created by the 
Securities Exchange Act of 1934. 
The Rules and Regulations of the Fed­
eral Trade Commission applicable to cer­
tificates, issued in connection with financial 
statements included in applications for reg­
istration under the Securities Act of 1933, 
sounded a new note with respect to certifi­
cates, in that accountants are required to 
assert a belief “that the statements therein 
are true and that there is no omission to 
state a material fact required to be stated 
therein or necessary to make the statements 
not misleading except as specifically 
noted.” While this, perhaps, was not dif­
ferent from the intent embodied in the 
form of certificates previously, the liability 
imposed by the Securities Act, which 
places the burden of proof on the ac­
countant, is so onerous, that upon repre­
sentation made by a committee of account­
ants to the Federal Trade Commission the 
rule was changed so as to require certifi­
cates in which accountants are required to 
assert, instead, that the financial state­
ments “truly and fairly reflect the applica­
tion of accepted accounting practices to the 
facts disclosed by our investigation, and 
that there is no omission to state a ma­
terial fact required to be stated therein or 
necessary to make the statements therein 
not misleading.”
The New York Stock Exchange, having 
regard to the annual financial statements 
of listed companies rather than to com­
panies seeking to register securities under 
the Securities Act of 1933, approved the 
form of certificate following:
“TO TH E XYZ COM PANY:
We have made an examination of the 
balance-sheet of the XYZ Company as 
at December 31, 1933, and of the state­
ment of income and surplus for the year 
1933. In connection therewith, we ex­
amined or tested accounting records of 
the Company and other supporting evi­
dence and obtained information and ex­
planations from officers and employees 
of the Company; we also made a gen­
eral review of the accounting methods 
and of the operating and income ac­
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counts for the year, but we did not make 
a detailed audit of the transactions.
In our opinion, based upon such ex­
amination, the accompanying balance 
sheet and related statement of income 
and surplus fairly present, in accord­
ance with accepted principles of ac­
counting consistently maintained by the 
Company during the year under review, 
its position at December 31, 1933, and 
the results of its operations for the 
year.”
During the past year, we have had a 
situation in which one type of certificate, 
by common agreement, has been followed 
generally for listed companies and pub­
lished reports, and another type, prescribed 
by government authority, has been fol­
lowed where there were new issues of in­
terstate securities involved.
The first type of certificate has as its 
purpose the expression of an opinion, in­
tended particularly for the client, con­
cerning the representations made by means 
of the financial statements; in other words, 
a definite statement of opinion concerning 
the financial condition and results of op­
erations.
The second type, which ignores refer­
ence to the purpose of the financial state­
ments, manifestly is restricted to an asser­
tion covering the application of accepted 
accounting practices and the non-omission 
of material facts. This type of certificate 
apparently is designed to serve particularly 
the interests of the administrative authori­
ties and the investing public.
Present-day tendencies seem to indicate 
that the certificate of the future will have 
to cover and reconcile the interests of the 
client, the administrative authorities, and 
the investor.
It seems not irrational to expect that 
we shall attain ultimately to a form of 
certificate which will be satisfactory both 
in the matter of published annual reports 
and registrations of securities, and, as well, 
non-public financial statements which may 
be included in accountants’ reports.
The examination of about five hundred 
published reports for the year 1933 dis­
closed a considerable amount of uniform­
ity among the large accounting firms in 
putting into practical use the suggestions 
of the New York Stock Exchange. Some
of the observations derived from an ex­
amination of such reports are as follows:
In a majority of cases, no title was given 
to the certificate. There was a strong 
tendency not to use the title “Ac­
countants’ Report,” but to use as a 
substitute designation the words 
“Certificate” or “Auditors’ Certifi­
cate.”
Certificates generally were addressed to 
the company or to the directors.
Certificates generally opened with the 
words, “We have made an examina­
tion,” or “We have examined.” In a 
very few instances, was the word 
“audited” used.
In more than half of the certificates ex­
amined, reference was made to test­
ing.
In all but four instances, the opinion 
paragraph pended with, or contained, 
the words, “In our opinion.”
The words “fairly present” generally 
have superseded the words “correctly 
set forth,” or various similar refer­
ences.
In about 60 per cent of the certificates 
examined, no professional designation 
followed the signature of the ac­
countants.
From the foregoing, apparently, it will 
be conceded that while certificate proce­
dure is tending toward some uniformity, 
the possibility of having strong influence 
exerted by the Securities Exchange Com­
mission on the opinion paragraph of cer­
tificates makes difficult any attempt to 
reach a satisfactory conclusion on this sub­
ject.
Yours very truly,
J o h n  R. W i l d m a n ,
Chairman.
REPORT OF COM MITTEE ON 
COMPLAINTS
In the report for last year reference was 
made to two complaints which had been 
filed against members of The American 
Society.
In one case a complaint had also been 
filed with the State Board of Accountancy 
granting the certificate but no decision had
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been made by the Board. Your Committee 
has not been notified by the Board as to 
whether any action has been taken although 
it has asked for information. Under date 
of April 17, 1934, the Chairman wrote to 
the member as follows:
“Not having received a reply to my 
communications of December 2 and 
19, 1932, and March 24, 1933, as 
chairman of the “committee on com­
plaints” for the American Society of 
Certified Public Accountants, my file 
in the matter is being turned over to 
the Secretary of that organization 
with the recommendation of the com­
mittee that your name be dropped 
from the roll of the Society.”
In the other case the State Board had 
reported that the complaint was not sus­
tained but the Committee had not heard 
from the State Society. Since then the 
State Society has reported that it did not 
sustain the complaint.
No new case has been submitted to the 
Committee during the year.
Respectfully submitted for the Committee, 
C. V a u g h a n  D a r b y .
REPORT OF COM MITTEE ON 
STATE LEGISLATION
Our By-Laws provide with respect to 
the Committee on State Legislation as fol­
lows :
“Committee on State Legislation.—A 
committee, composed of as many mem­
bers as there are districts, whose duty 
it shall be to keep informed of all pro­
posed or pending legislation in any of 
the States which may affect the interests 
of public accountants and to advise, 
counsel, and on request give assistance 
to State organizations and/or State 
Boards.”
Inasmuch as there is little legislative ac­
tivity in even numbered years, your Com­
mittee has deemed it advisable to devote 
some time to reflection upon the present 
trend of legislation affecting accounting, 
especially with a view to possible recom­
mendations for future legislation.
The Committee now offers its report in 
the form of suggested questions in the
hope of arousing discussion rather than 
with a view to making specific recom­
mendations.
Some of the suggestions may appear as 
radical departures from any thought here­
tofore entertained, but it is believed that 
the best solutions to our problems can be 
gained through examination of all ideas 
presented for consideration.
Early in the year the Committee was 
circularized with a questionnaire which 
developed the following majority opinions 
of the Committee:
1. Sometime in the future a college 
education will be a prerequisite to ob­
taining a certificate to practice as a Cer­
tified Public Accountant.
2. The opinion of the Committee was 
evenly divided on the question of 
whether it is now too early to inaugu­
rate a move for the incorporation of 
such a clause in laws proposed from 
now on.
A suggestion was made that the clause 
be incorporated in future laws providing 
that a college education shall be a prere­
quisite at some future stated date so that 
all contemplating following the profes­
sion may be duly warned of the require­
ment.
3. That any regulatory or restrictive 
law so far enacted does not completely 
satisfy the needs of the profession was 
the majority opinion of the Committee.
Most of those answering the question­
naire felt that there was a possibility for 
finding something new in the way of 
legislation that would solve the inade­
quacy and undesirable points of present 
laws.
Your Committee desires to submit for 
the consideration of the members of the 
Society to the end that a discussion may 
take place with respect thereto, the follow­
ing possible points to be incorporated in 
accountancy legislation.
1. That the laws specifically recognize 
the State Society.
2. That membership in the State So­
ciety be compulsory.
3. That public accountants shall be as­
sociate members of the State Society.
4. That the Board of Examiners, se­
( Continued on page 638)
636 THE CERTIFIED PUBLIC ACCOUNTANT October,
F i n a n c i a l  S t a t e m e n t s
FINANCIAL STATEM ENTS 
E X H IB IT  A
C o m p a r a t iv e  B a l a n c e  S h e e t s  a s  of 
A u g u s t  31 
T h e  A m e r ica n  S o c ie ty  o f  C ertified  
P u b lic  A c c o u n ta n ts  
A s s e t s  1934 1933
C u r r e n t:
Cash, Bank & on H and. $ 1,918.80 $ 188.01
Im prest ............................  900.00 900.00
Bills Receivable ..........  30.00 30.00
Prepaid Expense ..........  668.49 856.01
$ 3,517.29 $ 1,974.02
F ix ed :
Furniture & Fixtures . . .  * 2,320.99 2,464.34
Library ............................  2,970.24 2,854.70




Liabilities and N et W orth 
Dues Paid in Advance . .  $ 82.50 $ 49.75 
N et worth (Exhibit B) .. 13,696.02 12,213.31
$13,778.52 $12,263.06
*Cost ..............  $6,223.81
Depreciation . 3,902.82
$2,320.99
E X H IB IT  B
A n a l y s is  of N et  W orth  
Fiscal Year Ending August 31, 1934 
Balance August 31, 1933 . .  $12,213.31
C red it:
N et Revenue (Exhibit C) $2,105.90 
D ebit:
Depreciation Re­
serve ................  $435.67
P r e p a i d  E x ­
pense Diff. . . .  187.52 623.19 1,482.71
N et W orth  Aug. 31, 1934 (E x . A ) $13,696.02
E X H IB IT  C 
R e v e n u e s  a n d  E x p e n s e  
Fiscal Year Ending August 31, 1934 
Revenues
D ues:
Advance Payments -----$ 49.75
Collections ......................  27,622.51 $27,672.26
Expenditures 
Secretary’s Office:
Salary ..............................  $ 4,800.00
Staff ..................................  4,911.15
Supplies ............................  295.82
Rent ....................................  1,634.40
Telephone & T elegraph.. 257.65
Miscellaneous ..................  199.55 $12,098.57
Printing ................................  1,938.81
Postage ..................................  1,351.92
Travel ....................................  638.82
Accountants Publishing Co. 6,782.54
Officers & Directors Expense 1,931.54
Convention Expenses ..........  446.45
Committee Expenses ........  106.12
Ins., Taxes,Bonds,Audit, Etc. 379.25
Contingent ............................  1,169.97
Miscellaneous ......................  141.50
$26,985.49
Net Revenue (Exhibit B ) ..  2,105.90
E X H IB IT  D
C o m p a r a t iv e  B a l a n c e  S h e e t s  a s  of 
A u g u s t  31
The Accountants Publishing Company
Assets 1934 1933 
C urren t:
Cash, Bank ....................  $ 394.60 $ 197.10
Fixed:
Furniture & Fixtures . .  1,000.00 1,000.00
Mailing List ..................  4,000.00 4,000.00
$ 5,394.60 $ 5,197.10
Liabilities and N et W orth
Capital Stock ....................  $ 5,000.00 $ 5,000.00
Surplus ................................  394.60 197.10
Miscellaneous 1,419.13
E X H IB IT  E
R e v e n u e s  a n d  E x p e n d it u r e s
Fiscal Year Ending August 31, 1934 
Revenues
Subscriptions and Sales . $ 8,576.26 
Advertising (N et) ..........  2,396.72 $10,972.98
Expenditures
Editor ..................................  $ 1,500.00
Staff ..................................... 2,551.50
P r in t in g ................................  5,398.60
Postage ................................  815.35
Rent ......................................  420.00
Miscellaneous ....................  90.03 $10,775.48
$29,091.39 N et Gain $ 197.50
This Modern Method Reduces Expenses 
. . . s p e e d s  r o u t i n e  . . . i n  a n y  b u s i n e s s
N
0  ONE realizes more fully than 
those engaged in the important 
work of accounting that the new busi­
ness era dem ands m ethods w hich  
speed office and factory routine opera­




In the factory, Ad­
dressograph is swift, 
economical and unfail­
ingly accurate in filling 
in cost cards, produc­
tion orders, specifica­
tion sheets, material 
requisitions, routing 
tickets— hundreds of 
form s, w hether r e ­
quired in single, du­
plicate or triplicate. T he new  Class 1700 Addressograph
Such routine jobs as writing parts 
and operation num bers, description  
of operations, sequence and account 
numbers— are handled by Addresso­
graph 10 to 50 times faster, at a mere 
fraction of hand method costs.
In addition to its almost limitless 
versatility in the field of industrial 
form writing, Addressograph has many 
other profitable uses, such as: Head­
ing-up record forms and statements, 
imprinting pay checks, pay envelopes 
and time cards, listing names and data 
on payroll sheets and stockholders 
lists, filling in dividend checks — in 
sh o r t, it  is  a d a p t ­
able to the sp ec ia l­
ized requirements of 
any individual busi­
ness, large or small.
Should  you  w ish  
m ore com p lete  in ­
formation regarding 
A d d r e s s o g r a p h ' s  
m oney-saving possi­
b ilities  in order to  
help you in your rec­
ommendation to your 
clients, our trained  
representative — who 
is regularly in your 
vicinity — will gladly furnish it with­
out obligation. Consult your phone 
book or write to
A D D R ESSO G R A PH  COMPANY
D iv is io n  o f
A d d resso g ra p h -M u ltig ra p h  C orpora tion  
C leveland, O h io
A d d r e s s o q r a p h
trade mark  
MORE THAN AN ADDRESSING MACHINE
W H E N  A N SW E R IN G  A D V E R T ISE M E N T S M EN TIO N  TH E C E R T IF IE D  PU B L IC  ACCOUNTANT
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State Legislation
( Continued from  page 635)
lected by the State Society, shall be 
given by law powers to issue and revoke 
certificates, etc.
5. That the regulation of the profes­
sion be largely in the hands of the So­
ciety, especially with respect to enforce­
ment of rules of professional conduct, 
etc.
6 . That after the enactment of the 
law, no one may set up in the practice 
of public accounting without first ob­
taining a certificate as Certified Public 
Accountant.
7. That information coming to an ac­
countant in the course of his profes­
sional work be accorded the status of 
“privileged communications.”
8 . That the State law be simple in its 
form, not attempting to cover points of 
administrative detail.
The Committee wishes to repeat that 
these proposals are not recommendations 
but are presented for the purpose of pro­
voking discussion with the hope that your 
new Committee may have some material 
with which to proceed.
Respectfully submitted,
L y l e  W. H i n e s ,  Chairman.
STATE SOCIETY NEWS
KANSAS
The annual meeting of the Kansas So­
ciety of Certified Public Accountants was 
held at the Allis Hotel, Wichita, on Sep­
tember 7, 1934.
The principal speaker of the morning 
session was Ellis Bever, Director of the 
State Income Tax Department, whose sub­
ject was “State Income Taxation in Rela­
tion to Federal Taxation.” In the after­
noon Parry Barnes, C.P.A., Chairman of 
the Legislative Committee of the Missouri 
Society of Certified Public Accountants, 
spoke on “What State Legislation in Mis­
souri Means to the Accounting Profes­
sion.”
The following officers and directors were 
elected for the coming year: President, 
Harley W. Gifford; Vice-President, Roy 
N. Simmons; Secretary, Carl Pettijohn; 
Directors, S. W. Sinderson and F. B. 
Kubik.
MASSACHUSETTS 
The first meeting of the 1934-35 year 
of the Massachusetts Society was held on 
Wednesday evening, September 19, 1934, in 
conjunction with the Boston Chapter of
the National Association of Cost Ac­
countants.
The speaker of the evening was Dr. 
Roswell Magill, who outlined the underly­
ing motives for certain phases of the 1934 
Revenue Act, and made interesting and in­
formative comparisons between the admin­
istration of our tax laws and the adminis­
tration of the English tax laws.
F. R. Carnegie Steele led the discussion 
which followed Dr. Magill’s address.
NEW  JERSEY
The regular meeting of the New Jersey 
Society of Certified Public Accountants, 
was held at the Downtown Club, Newark, 
on the evening of September 24, at which 
time thirty candidates who passed the
C.P.A. examination in May were dinner 
guests.
Professor I. Wormser addressed the as­
sembly on law relating to “Liability of Di­
rectors,” in which he reviewed and dis­
cussed numerous court decisions dealing 
with the subject. Reverend Dr. Lester H. 
Clee gave an inspirational talk on “The 
New Day,”
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OKLAHOMA 
Newly elected officers of the Tulsa 
Chapter of the Oklahoma Society of Cer­
tified Public Accountants a re : President, 
Thomas W. Burman; Vice-President, Nor­
man C. Cross; Secretary, Earl L. Hog­
ard; Treasurer, Virgil S. Tilley; Audi­
tors, George D. Boone, A. H. Mayginnis; 
Trustees, C. E. McCune, Fred B. Branson 
and Mastin Geschwind.
OHIO
The Fall Meeting of the Ohio Society 
of Certified Public Accountants was held 
at Western Hills Country Club, Cincinnati, 
September 20, 21 and 22.
The following officers and directors 
were elected for the year ending Septem­
ber, 1935: President, Hermann C. Miller, 
Columbus; Vice-President, Vernon J. 
Moore, Cleveland; Secretary-Treasurer, 
Harry W. Cuthbertson, Dayton; Directors, 
Berl G. Graham of Cincinnati, Gordon S. 
Battelle of Dayton, Homer L. Dalton of 
Toledo and Ralph F. Mateer of Warren.
OREGON
The Oregon State Society of Certified 
Public Accountants held its first meeting 
of the season at the Old Heatman Hotel, 
Portland, on Wednesday evening, Septem­
ber 12, 1934.
Certificates of Life Membership were 
presented to Arthur Berridge, Alex Rae, 
John Y. Richardson and Wm. Whitfield, 
all of whom have been members of the 
society for twenty-five years or longer. 
M. D. Wells reviewed the part that each 
has played in the development of the 
Society.
A. R. Sawtell discussed the problems 
arising between and the relationships of 
the Public Accountant and the Certified 
Public Accountant.
W ASHINGTON 
The C.P.A., official organ of the Spo­
kane Chapter of the Washington Society 
of Certified Public Accountants had as its 
subject for September, “The Need for 
Tax Management.”
B E N T L E Y
D I S T I N C T I V E  P R O F E S S I O N A L
Following are the required courses; there are no electives:
Accounting I, II, III, IV, V, VI, VII.
Business Law, I, II, III, Income Taxes.
Economics, Corporation Finance, Credits.
English I, II, III, Psychology.
Completion of courses requires two years.
Minimum passing grade in accounting courses is 80, and in other subjects it is 65.
The correcting of examinations and practice work in accounting is done by a staff of eleven men 
who devote their entire time to correcting and grading papers, thus leaving the instructors free to 
give their time and energy to teaching. More than 200,000 papers pass through the correcting depart­
ment during a year.
This school attempts to do but one thing and that superlatively well: the training of men to be­
come specialists in accounting and finance.
Approximately 75 per cent of our graduates are employed in commercial accounting, credits, 
financial management, and major executive positions, and 4 per cent in public accounting.
Catalogue furnished on request.
THE BENTLEY SCHOOL of  ACCOUNTING & FINANCE * H. C. B e n t l e y ,  c . p . a . ,  President
921 Boylston Street, Boston, Massachusetts
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
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Talking Shop
( Continued from  page 603)
Yale University. It is exactly what the 
title says it is ; the authors have, by some 
miracle of will power, almost entirely re­
frained from comment, and even a BC 
Democrat would have difficulty in disprov­
ing the facts. The Republicans, however, 
should welcome this compilation, for if 
anything is going to bring home to the 
American voter what the New Deal is go­
ing to cost him, such a presentation will do 
so. We doubt if many people will read 
it, for statistics are always dry; and the 
truth usually unwelcome. The two Trib­
unes (N. Y. and Chicago) should get a 
lot of joy out of the book; and we hope 
that the authors get some revenue. They’ll 
need it to pay the income taxes on their 
professorial salaries.
J. D. Anderson got a rule 50 for one
C. A. Jones of Texas, which we regard as 
a victory (31 BTA No. 11). Two cases 
handled by A. W. Clapp on nearly the
same facts brought quite different results. 
A better example of fine differentiation 
would be hard to find. In 31 BTA No. 2 
petitioner Bancker got a rule 50; in 31 
BTA No. 3 petitioners Mr. and Mrs. 
Prescott were thrown for a total loss, but 
there was a three-man dissent. The New 
York City taxes existing and proposed, on 
incomes and gross business have caused a 
lot of unremunerative work for our pro­
fession in that city. Sol Masch has been 
exceedingly active in the work of the 
Washington Heights Taxpayers Associa­
tion in protesting against the levies and had 
quite an article in the Times on August 
26th.
STATEM ENT OF T H E O W N E R SH IP, M ANAGE­
M ENT, CIRCULATION, ETC., REQ UIRED BY  
TH E ACT OF CONGRESS OF A U G U ST 24, 1912 
Of T h e  Certified P ublic A ccountant, published 
monthly at Baltimore, Maryland, for October 1, 1934. 
City of Washington   
District of Columbia s.
B efo re  m e, a  N o ta ry  P u b lic , in  an d  fo r the  C ity  a n d  
D is tr ic t a fo re sa id , pe rso n a lly  ap p e ared  D. W . S p rin g e r , 
w ho h av in g  been d u ly  sw orn  acco rd in g  to  law , deposes 
an d  says  th a t he  is th e  E d ito r  o f T h e  C e r t i f i e d  P u b l i c  
A c c o u n t a n t ,  a n d  th a t th e  fo llow ing  is, to  the  best of h is 
know ledge a n d  b e lie f , a  t ru e  s ta tem e n t of th e  ow nership , 
m anagem en t (a n d  if  a  da ily  p ap e r, th e  c irc u la tio n ) , etc ., 
o f th e  a fo re sa id  p u b lica tio n  fo r th e  d a te  show n in  th e  
above ca p tio n , re q u ire d  by  th e  A ct o f A u g u st 24, 1912, 
em bodied  in  section 411, Postal L aw s a n d  Regulations, 
p rin te d  on th e  rev e rse  of th is  fo rm , to -w it:
1. That the names and addresses of the publisher, 
editor, managing editor, and business managers are: 
Publisher, Fleet-McGinley, Inc., Baltimore, M d.; Editor, 
D. W. Springer, National Press Building, Washington, 
D. C .; Managing Editor, None; Business Manager, None.
2. That the owner is: (I f owned by a corporation, its 
name and address must be stated and also immediately 
thereunder the names and addresses of stockholders own­
ing or holding one per cent or more of total amount of 
stock. I f  not owned by a corporation, the names and 
addresses of the individual owners must be given. If  
owned by a firm, company, or other unincorporated con­
cern, its name and address, as well as those of each indi­
vidual member, must be given.) The Accountants Pub­
lishing Company, The American Society of Certified 
Public Accountants, National Press Building, Washing­
ton, D. C.
3. That the known bondholders, mortgagees, and other 
security holders owning or holding one per cent or more 
of total amount of bonds, mortgages, or other securities 
are: (I f  there are none, so state.) None.
4. That the two paragraphs next above, giving the 
names of the owners, stockholders, and security holders, 
if any, contain not only the list of stockholders and se­
curity holders as they appear upon the books of the 
company but also, in cases where the stockholder or 
security holder appears upon the books of the company 
as trustee or in any other fiduciary relation, the name 
of the person or corporation for whom such trustee is 
acting, is given; also that the said two paragraphs con­
tain statements embracing affiant’s full knowledge and 
belief as to the circumstances and conditions under which 
stockholders and security holders who do not appear upon 
the books of the company as trustees, hold stock and 
securities in a capacity other than that of a bona fide 
owner; and this affiant has no reason to believe that any 
other person, association, or corporation has any interest 
direct or indirect in the said stock, bonds, or other 
securities than as so stated by him.
(Signed) D. W. S p r in g e r ,  Editor. 
Sworn to and subscribed before me this 27th day of 
September, 1934.
(Seal) M a ry  P . S to n e .
(M y commission expires October 31, 1937.)
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W a sh in g to n  
H ea d q u a rters







Bankers, Lawyers, Tax Experts, and Busi­
ness Leaders recognize the  convenient 
location of this modern hotel. I ts  dis­
tinctive charm and personalized service 
will appeal to you. Rates are moderate. 
Excellent meals. Dining Room.
THE H A Y -A D A M S  H O U S E
LAFAYETTE PARK A T  SIXTEENTH  
N A T H A N  S IN R O D , M G R .
WASHINGTON, D. C.
In  the Massachusetts Institute o f  Technol­
ogy electrical engineering department, 
fo u r  years were devoted to the perfection  
o f  this new and startling advancement fo r  
business management. I t  is the fu sion  
o f  two proven methods . . . the dial tele- 
p h o n e  c o n tro l p r in c ip le  a n d  p u n c h e d  
card accounting. Its operation in actual 
b u s in e s s  f o r  tw o  y e a r s  h a s  d e m o n ­
strated it practical and efficient.
P O W E R S  WBBSBI
A C C O U N T I N G  M A C H I N E S
Division of
R em ington Rand Inc.
B U FFA LO , N EW  Y O RK
Accounting by Remote Control records a transaction in  the 
c e n tra l o ffice  as i t  h a p p en s  sev era l floo rs o r a h u n d re d  
miles away. I t eliminates duplication in accounting because the 
recording of a transaction at the scene of action is automatically 
recording it in the central office. I t  eliminates tim e . . . the 
sending and receiving of reoorded figures are simultaneous. 
There is no chance for differences between the  records of 
remote stations and the central office.
T he recording and transm itting is perform ed by the  equipm ent 
of the A U T O M A T IC  E L E C T R IC  C O M PA N Y  whose time-tested 
m eth o d  o f c o n tro l o f th e  a u to m a tic  (d ial) te le p h o n e  has 
proven so successful. The autom atic receiving in  the  central 
office and subsequent accounting and control is the function of 
Powers Punched Card Accounting . . . the fusion of the  two 
is known as "C entral Records”.
Through the use of Central Records more accurate, more de­
tailed and quicker control is had of stocks, work in  process, 
credits, and all other vital factors. Capital investment may 
be reduced to a minimum, because management knows what 
is happening everywhere. Let us tell you how Central Records 
applies to your business. Request us to send you literature. 
•  •
In addition to "Central Records”, a system o f Remote Control 
o f production known as "Temp orator ”, has been added to the 
Powers Method o f Punched'Card Accounting.
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
D U P L E X  
C A L C U L A T O R
A U T O M A T I C  " R E C A P P I N G "




Individual totals are obtained in the 
front dials, then transferred electri­
cally to the rear dials where they accu­
mulate as a grand total. Dials are 
well separated to avoid confusion.
Touching the motor bar transfers the 
individual total from the front to the 
rear dials electrically.
At the single touch of a key the front 
dials can be cleared separately, with­
out transferring; another key clears 
both dials simultaneously. Both oper­
ations are electric. There are no 
cranks to turn; no levers to pull.
Entirely new feature provides the 
simplest and fastest method o f sub­
traction on any key-actuated calcu­
lating machine.
The machine gives, or takes, the half- 
cent as desired; or accumulates frac­
tional amounts in the normal way.
The Duplex retains all the advan­
tages of other Burroughs Electric 
Calculators, including com plete one- 
hand control; uniform light touch for 
all keys; and fast, positive action. 
Accuracy is electrically enforced.












On a  wide variety o f  recapping  
work, Burroughs Electric D uplex  
Calculator provides bo th  individ­
ual to tals b y  classifications a n d  
the  g ra n d  total, in one  handling  
_________ o f  the  figures._________
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H o w  t h i s  t r a i n i n g  
m e e t s  t h e  n e e d s  o f  t h e  i n d i v i d u a l
O N E  of the interesting features of the course in Accounting offered 
by the International A ccountants Society, Inc., is its wide range of 
selectivity, which affords the student specialized instruction.
T he chart shows how the student can select m ore than one-half his 
lessons to cover subjects pertaining to w ork in which he is most in­
terested.
T his elective feature enables the student to progress directly to a 
specific goal. A fter attaining his goal, he can broaden his knowledge 
by proceeding with the study of the rem aining subjects.
Upon request, we will gladly mail our booklet, "How to Lean 
Accounting,” to anyone who is interested in obtaining full informa­
tion regarding I A S .  training. Address the International Account­
ants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
I n t e r n a t i o n a l  
A c c o u n t a n t s  S o c i e t y ,  I n c .
a D ivision  of the
ALEXANDER HAMILTON INSTITUTE
 
W H E N  A N SW E R IN G  A D V E R T ISE M E N T S M ENTION t h e  c e r t i f i e d  p u b l i c  a c c o u n t a n t
A C H I E V I N G
S U C C E S S
Ju s t  as m en and  w om en a re  m easu red  by th e ir  
d eed s , so a school is ju d g e d  by th e  accom plish­
m ents o f its g ra d u a te s . Results a re  th e  genu ine  
te s ts  o f specialized  tra in in g . The fa c t  th a t  hun­
d red s o f  W a lto n -tra in e d  m en have ach iev ed  ou ts tan d in g  successes is conclusive ev id en ce  th a t  
W alton  tra in ing  will help o th e rs  who have th e  will an d  ab ility  to  learn.
W h e th e r  you wish to  win th e  much co v e te d  C . P. A . d e g re e , o r to  e n te r  th e  gen era l field 
of business, you ow e it to  yourself, an d  to  th o se  d e p e n d e n t upon you to  se lec t a  course  of 
study possessing genu ine  m erit and  tru e  d ep en d ab ility .
T rained acco u n tan ts— m en p ro fic ien t in 
the  analysis and  in te rp re ta tio n  o f  th e  
records o f business— a re  ind ispensab le  in 
th ese  days o f unusual cond itions and  
changing  m ethods.
If you possess a v e ra g e  ability , an easy  and  
p rac tica l w ay to  qualify  yourself as a 
specialist in acco u n tan cy  is to  tra in  your­
self "The W alto n  W a y ."  You can do  it—  
in p a r t  o f your sp a re  tim e— while o th e rs  
play.
IT'S EASY TO GET THE FACTS
Ju s t send  fo r a co p y  o f  ou r FREE book,
"The W alto n  W ay  to  a B e tte r D ay." You 
will find it a rem arkab le  sto ry  o f  W alto n  
ideals and  policies, full o f in sp iration , with 
d ire c t s ta te m e n ts  from  lead ing  a c c o u n t­
an ts an d  execu tives as to  th e  soundness 
and tho roughness o f W alto n  tra in in g . This 
book has he lp ed  m any o th e rs  to  a realiza­
tion o f g ra tify ing  success; it will show you 
th e  w ay. Send fo r it  to d a y .
WALTON COURSES
CONSTRUCTIVE A C C O U N T IN G  . . . ADVANCED A C C O U N T IN G  A N D  AUDITING  
SHORT INTENSIVE ADVANCED A C C O U N T IN G  PRINCIPLES A N D  PROCEDURE  
C O ST A C C O U N T IN G  . . . BUSINESS LAW  . . . FEDERAL INC O M E TAX A C C O U N T IN G  
MATHEMATICS O F A C C O U N T IN G  A N D  FINANCE . . .  C . P. A . C O A C H IN G
D ay and Evening Classes and Home Study Instruction
W a l t o n  S c h o o l  
C o m m e r c e
O V E R  O N E - T H I R D
o f the
SUCCESSFUL CANDIDATES 
in th e M ay, 1934 
ILLINOIS C . P. A . EXAM INATION
WALTON TRAINED
A  Walton student was winner of the high-honor 
gold medal in this examination. Walton men 
have now won twenty-three medals offered by the 
Illinois Society of Public Accountants for high 
standing in Illinois C . P. A. examinations.
For nine successive years Walton students won 
high honors in American Institute examinations. 
Truly an enviable record— fitting in with Walton  
history. More than 1,300 Walton trained students 
are now Certified Public Accountants by ex­
amination.
Walton text materials have been adopted for 
class-room use by more than 250 leading colleges 
and universities.
This Is a Record U nequalled by A ny O ther  
Educational institution
Charles H . Langer, Ph.B., 
C . P. A .
President and 
Educational Director
511-521 M cCorm ick  
Building 
C h ica g o
  Member National Home Study Council
WALTON SCHOOL OF COMMERCE, 511-521 McCormick Building, Chicago, Illinois
W ithou t obligation  on m y p a r t, p lease send me a copy of “The W alton W ay to  a  B e tte r D ay,” and sugges­
tion as to w hat you can do to help me advance in  th e  business world.
Name ..................................... ...............................
A ddress  ..............................................................................................................
C ity  an d  S t a t e ................................................................................................
O ccu p a tio n .......................................................................... A g e . . . .
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□  H o m e  S t u d y  I n s t r u c t i o n
I  AM 
IN T E RESTED   □  R E S ID E N T  DAY CL A SSE S
i n    □  R e s i d e n t  E v e n i n g  C l a s s e s
A  S p e c i a l l y  
P r e p a r e d  a n d  
C o m p r e h e n s i v e  c. p . a . 
C o a c h i n g
f o r  junior and senior members of public 
accounting firms—cost accountants—  
efficiency men—industrial engineers—  
accountants— auditors—and advanced 
students of accountancy
FU R N IS H E D  w ithout ex tra  cost and as an in tegral part of the regular H igher Accountancy training to students intent on passing the C. P. A. examinations 
—LaSalle’s C. P . A. Coaching is also available to others 
p resen ting  satisfac to ry  evidence of preparedness. R esults 
have already demonstrated the success of this special 
coaching for hundreds of candidates.
1,236 C.  P. A ’s Coached by LaSalle
N early  10 per cent of all C. P. A .’s in the U nited  S tates 
have partia lly  or fully p repared  for their exam inations 
w ith LaSalle.
Instructors Full-Tim e C . P. A ’s.
In  addition to a full-tim e C. P. A. Instruction  Staff, an 
Advisory B oard of fifteen outstanding accounting authori­
ties gives effective counsel on the various phases of th is 
tra in ing  . . . and  the  C oaching service is personally  con­
ducted by W m . B. C astenholz, A. M., C. P. A., whose 
standing in accountancy circles is well recognized.
"Problem  M ethod" Practical—U sable !
O riginated  by L aSalle, this m ethod of correspondence 
tra in ing  has proved so successful th a t LaSalle tex ts are 
classroom  aids in some 460 resident schools! T he presen t 
Coaching T ra in ing  includes carefully  selected S tate  
C. P. A. and A m erican In s titu te  problem s, w ith copious 
exp lanatory  notes and tim e-lim it d irections; accom panied 
by a  complete review of Business Law, A uditing P roce­
dure, C ost A ccounting  P rocedure, A ccounting  System s, 
Incom e T ax  Procedure and T heory  of A ccounts.
A Success-Program A s W ell A s Training!
Service th a t goes far beyond technical equipm ent for 
Accountancy practice, is a  fundam ental LaSalle policy. 
Individualized instruction— special consultation  privileges 
—personality  developm ent—progress repo rts  to  em ployers, 
w hen desired—and a definitely helpful placem ent service— 
make up a  “success p rog ram ” of large value to  all LaSalle 
m em bers. I t  is this p rogram  w hich contributes to  the 
effectiveness of your C oaching T rain ing , as well.
O n  R e q u e s t  we shall be glad to send anyone interested our 64-page 
 survey of LaSalle’s training in Higher Accountancy; the
28-page booklet listing all C. P. A. Members of LaSalle; 
and complete details on our C. P. A. Coaching. In  making 
your inquiry, kindly address Dept. 11351-H.
L a S alle  E x t e n s i o n  U n i v e r s i t y
Michigan Ave. at 41st Street Chicago, Illinois
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"Men think they may justly  do that fo r  which they have a precedent.”
— C ic e r o .
T h e  P r e s i d e n t ’s  P a g e  
Troubles or Problems
By William C. H eaton, C.P.A.
ABOUT two years ago the president of a relatively small corporation 
 which has prospered both before and through the depression, was 
consulting me about a personnel matter. It involved a man who was a 
stockholder, director and officer of the corporation. The men had been 
friends and business associates for many years. Throughout the con­
versation, the president had used the word “trouble” and it was obvious 
he was greatly disturbed and not a little rebellious.
When the story had been told, I said in substance, “you have been 
using the word ‘trouble’ and I can understand why you are so deeply 
concerned about the situation. If we are going to discover the wise 
thing to do, we must think of the situation as a problem which is a chal­
lenge to your ability to solve. Let’s look at it objectively and decide how 
to meet the challenge.”
The distinction between “trouble” and “problem” consciously made, 
dissipated the emotions and prejudices, a clear and wise plan of action 
was mapped out and in due course the problem was solved.
In the practice of public accounting, individuals and firms have prob­
lems and sometimes real troubles, many of which involve problems. The 
profession as represented by professional organizations—regional, 
State and national—have problems only. Rendering aid in the solution 
of professional problems is the function of our professional organizations.
From the beginning man’s unending task has been to adjust his life 
to his environment. In the earliest centuries that adjustment was prin­
cipally to his physical surroundings and to the lives of others whom he 
encountered in his limited travels. In later centuries with life less prim­
itive, the adjustments were of a wider scope. In the most recent cen­
turies and especially in the last, man’s adjustments were made to an en­
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vironment very complicated economically, politically, and socially.
In the highly specialized world in which we live occupational groups 
have special adjustments to make. This brings us to those which should 
and must be made by the men who practice the profession of public ac­
countancy. I shall not attempt to enumerate even the principal ones. In ­
stead your attention is drawn to one both important and pressing. I refer 
to the unfair hazards of the profession that have resulted from or been in­
cident to depression conditions. At the recent convention a t Atlantic City, 
Dr. Joseph J. Klein delivered a learned and illuminating address entitled 
“Accountancy—The Most Hazardous of Professions.” I t was published in 
the October number of The Certified P ublic Accountant. Attention is 
directed particularly to the closing paragraphs of the address which have 
been given the sub-title of “Tentative Cooperative Procedure Intended to 
Combat Unfair Hazards.” Concerning them, the speaker said “W hat I 
am about to present is most hesitatingly offered. I submit, merely and 
primarily for the purpose of discussion here and now, or elsewhere at 
another time, the wisdom of the following proposals.” I t  is not intended 
here to state the proposals, much less to discuss them. I t  is suggested, 
however, that chapter and State organizations might wisely consider 
them at length.
Be it said to the credit of our profession that no voice has been raised 
complaining of the responsibilities that are fairly to be borne by practi­
tioners and which in recent years have been more clearly defined. It is 
nevertheless but elementary wisdom that we give thought to and seek 
protection from the unfair hazards which attend our work.
Let us approach the matters under consideration, not as troubles to 
complain about, but rather as problems which challenge our ability to 
solve.
S t a t e  S o c i e t y — A  P e r m a n e n t  N e c e s s i t y
By H erman C. J. P eisch, C.P.A.
(From The Minnesota Certified Public Accountant, for August, 1934)
STATE society is a voluntary organization of certified public account­
ants joined together for the development of the profession in their 
State. Its activities are undertaken for the whole rather than for any 
individual; however, the professional benefits as a whole must by conse­
quence benefit the individual to a greater degree than if each individual 
handled his own program.
Its responsibility is not solely to its membership—such selfishness 
would soon destroy its real purpose of existence. It must always keep 
well before it the responsibility it has to the public it serves and to whom 
it looks for approval of its acts, reports and general conduct. It must also 
have due regard for the relationship between its members as well as the
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relationship between its profession and other professions serving its 
clients.
The membership must of present necessity be voluntary, yet it has a 
right to expect and should receive, by virtue of its right of existence and 
program, the active support in the form of membership of all the certified 
public accountants practicing in the State of its jurisdiction.
It must make possible self-government in the profession, a practical, 
workable and acceptable procedure. In such procedure of self-govern­
ment its regulations and supervision to insure fair and effective admin­
istration must avoid discrimination and the appearance of discrimination 
against non-members of the society.
Its funds must be used to promote the profession and its activities for 
the benefit of the profession as a whole. The State society must be ready 
and capable to carry on such new activities as may develop under any 
and all conditions just as effectively and efficiently as it has performed 
during the past thirty years, and it is your supporting organization.
The story goes that in ancient times at the feasts of a community 
nature, all heads of households in the community holding the feast, would 
be called upon to contribute a gallon of wine.
Now it seems that at one of these festivities one of the household 
chieftains conceived the idea that he would pour a gallon of water into 
the common receptacle, satisfying his conscience that one gallon of water 
mixed with the other good wine would never be noticed or detected; but 
he was not the sole possessor of the idea, and when the wine was served 
it was found to be all water.
Federal Revenue Administration*
by A r t h u r  H. K e n t , J.D., Special Counsel in the office of the Assistant General 
Counsel for the Bureau of Internal Revenue
MAY I say that at the conclusion of my paper, I shall be happy, to the 
best of my information and ability, to 
answer and discuss any questions you may 
raise, with the understanding, however, 
that what I say, in response to such ques­
tions necessarily represents my personal 
and individual opinion and is not to be re­
garded as the official expression of the 
Treasury Department.
It is both a pleasure and a responsibility 
to appear today before you to discuss 
briefly a few of the problems and policies 
in which the Treasury Department and the
* Address before the Thirteenth Annual Meet­
ing of The American Society at Atlantic City 
on Thursday, October 4, 1934,
members of the distinguished and useful 
profession of which you are representative 
are mutually interested. It is a pleasure 
because the responsible officials of the De­
partment, from Secretary Morgenthau 
down, recognize in the type of construc­
tively critical interest and cooperative atti­
tude which such organizations as your own 
have displayed a source of strength and of 
wisdom. It is a responsibility because it is 
no easy task, in the short space to which 
I shall limit myself, adequately to enlighten 
you upon a number of the more important 
modifications of and developments in 
Treasury policy.
Taxation and other fiscal problems of 
government are rapidly replacing the wea­
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ther as a favored topic of discussion, pop­
ular and otherwise. While such discussions 
too often generate more heat than light, 
nevertheless they are a healthy and hopeful 
sign.
May I say that there is one matter which 
I am sorry that I did not feel in a position 
to discuss in my formal paper, simply be­
cause I do not know enough about it my­
self yet, to discuss it intelligently, the mat­
ter of the change in policy with respect to 
depreciation allowances, and I am hoping 
that some of you gentlemen, as some of 
you have already done, will add to my edu­
cation regarding it. It is a matter in which 
I know you are all keenly interested. May 
I say my own personal point of view to­
wards the whole matter is the same as it 
is towards other tax questions, that is, that 
it should be settled or carried through in 
the most orderly, scientific and efficient 
manner that is practicable under the cir­
cumstances. I may point out, of course, 
that a large part of the result in such cases 
will depend upon the administration of the 
new Treasury decision in the field and it 
may be some time, before those of us in 
the Assistant General Counsel’s office have 
very much to do with the matter, but I 
should welcome very much any suggestions 
that any of you may have and you may be 
sure they will be tucked away in my 
memory for future reference and use them 
when the occasion arises.
Unfortunately, the search for a revenue 
system which is at once scientific, equitable 
in its operation, and productive of large 
revenues is complicated and hindered by 
the fact that there are few large and influ­
ential groups whose interest in tax policies 
and problems is intelligent and informed 
and at the same time free from the bias 
of selfish or sectional interest. The prime 
function of taxation is the provision of 
revenue adequate to the needs of govern­
ment with the least possible disturbance to 
essential economic and wealth-producing 
processes and with a minimum of hardship 
and invidious discrimination.
Our revenue laws, federal, State, and lo­
cal, are in considerable measure compro­
mises between powerful conflicting inter­
ests and competing governments, and 
molded by considerations other than by 
what is most beneficial or least injurious
to our economic and social order. We may 
as well face the fact that there is little hope 
of a durable revenue system which is scien­
tific and equitable in its structure and oper­
ation until there is mobilized an organized 
and informed body of opinion powerful 
enough to overwhelm inertia and the pres­
sure of special interests and selfish groups. 
Organizations such as your own can con­
tribute much to the creation of such a body 
of opinion. The Treasury Department wel­
comes discussion of its policies and solicits 
the benefit of your criticisms and suggest­
ions.
But the Treasury administration is not 
content to await the birth of a better day 
through the slow processes of legislative 
reform. Much can be accomplished 
through improvements in administration. 
Congress, it is true, provides the essential 
framework, and fundamental reforms or 
changes must await legislative enactment. 
But after Congress has determined what 
subjects shall be taxed and how much, and 
has established general principles of tax 
application and procedure, much still re­
mains to be done before the revenues in 
full flow come pouring into the Treasury. 
Congress has implemented the Department 
with great and important powers for the 
performance of its part of the task. The 
authority to promulgate Treasury Regula­
tions and Decisions is a power greater in 
its extent than is generally realized. Its 
exercise involves legislation as well as in­
terpretation. The rulings of the Assistant 
General Counsel interpreting the revenue 
laws may go far to vitalize the dry bones 
of the statutory text or, on the contrary, 
to nullify the legislative intent. The at­
titude which animates the Bureau in its 
disposition of individual cases is of the 
greatest consequence both from the gov­
ernment’s and the taxpayers’ points of 
view.
The demands for wisdom and adminis­
trative competence on the part of the 
Treasury staff are great. By taxation or by 
borrowing, which, of course, simply means 
deferment of taxation to the future, it 
must provide the financial sinews for the 
great war upon depression and the grave 
abuses which helped to bring it about 
which the people, led by a dynamic Presi­
dent, have declared. These vast sums must
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be raised and administered without scandal 
or waste. The problem of finding and re­
taining administrative personnel equal to 
such responsibilities is in itself a formid­
able one.
Changed conditions demand correlative 
changes in administrative policies and 
maxims. One who has but recently entered 
the government service soon discovers that 
the weakness of bureaucratic administra­
tion is not lack of integrity, nor want of 
technical competence nor of industry. 
Rather, in the language of John Stuart 
Mill:
“The disease which affects bureaucratic 
governments, and which they usually die 
of, is routine. They perish by the im­
mutability of their maxims; and, still more 
by the universal law that whatever be­
comes a routine loses its vital principle, 
and having no longer a mind acting within 
it, goes on revolving mechanically, tho the 
work it is intended to do remains undone.”
Now it should be apparent that maxims 
of administration and a routine evolved in 
days of vast surpluses accumulating despite 
steady reduction of rates and elimination 
of wartime taxes cannot safely be main­
tained under present conditions. Moreover, 
the standards and quality of government 
service necessarily reflect to some extent 
at any given time the current ethics of 
business and finance. The age of inflated 
depreciation allowances, administrative 
winking at purely colorable sales, easy re­
funds or compromise of taxes, and un­
critical approval of so-called reorganiza­
tions whose only intelligible purpose is tax 
avoidance has passed into history along 
with the age, of which it was the counter­
part, of bootleg fortunes, financial bucca­
neering through holding company and 
other corporate manipulation, and stock 
market paper fortunes which would put 
Croesus to shame.
The present Treasury administration is 
determined to safeguard the revenues upon 
which both public and private credit and 
the hope of return to economic stability 
depend not only against the more obvious 
dangers of outright chicanery and fraud 
but the even more subtle and deadly perils 
of favoritism, whether conscious or not. 
So far as administration either by itself 
or with the aid of legislation can do so,
resort to clever legal devices for the 
evasion of taxes must be stopped. Nothing 
is more essential than the maintenance of 
the confidence of the great body of our 
citizens in the integrity, intelligence, and 
disinterestedness of the administration of 
the revenue laws. The income tax law, for 
instance, would be well nigh unenforceable 
without the honest cooperation of the great 
majority of taxpayers. The productivity 
of the tax over a period of years and such 
statistical evidence, admittedly inconclu­
sive, as is available indicate that attempts 
at deliberate tax evasion are confined to a 
relatively small portion of the body of 
taxpayers.
One of the principal dangers to the 
revenue is undue delay in assessment and 
collection of taxes. Such delay involves 
inevitable losses through intervening in­
solvency, dissipation of assets, creation of 
prior liens and resort to other strategems 
to thwart collection. Important changes in 
procedure and organization in the Commis­
sioner’s office have been made for the pur­
pose of accelerating the determination of 
deficiencies. Instead of claiming the largest 
possible tax and throwing on the Board of 
Tax Appeals the added burden, in effect, 
of making the real assessment, the send­
ing out of deficiency letters is deferred, 
save in cases of jeopardy, until careful 
audits and field examinations have been 
completed and taxpayers and their counsel 
have had full opportunity to be heard. 
Since deficiency letters under this policy are 
based upon the fullest information the 
Commissioner can obtain, the amount of 
overassessment is considerably reduced 
and many cases which otherwise would go 
to the Board are settled without appeal. 
The result is already apparent in a sharp 
reduction in the number and percentage of 
new appeals docketed, and the alarming 
congestion of cases awaiting hearing and 
determination before the Board two years 
ago is being steadily relieved.
The Board has itself cooperated in 
splendid fashion. Continuances are denied 
except for the most imperative reasons. 
Every effort is made to reduce the number 
of issues to be tried by the Board through 
conference with taxpayers and their coun­
sel prior to the date of trial. In many 
cases a full agreement is reached and set­
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tlement made by stipulation. A great ma­
jority of cases pushed to hearing before 
the Board result in settlement by agree­
ment at or before the conclusion of the 
hearings, thereby obviating the necessity 
of Board decisions. In the year following 
June 1, 1933, pending cases were red uced 
from 16,902 to 11,099, and of the latter 
number 1,944 had been heard and were 
awaiting decision. In the same period the 
total amount involved in pending litiga­
tion fell by several hundred million dollars.
If I may interpolate, it is estimated that 
in order to keep a Board of sixteen mem­
bers working efficiently, a docket of from 
5,000 to 6,000 cases, (some say somewhat 
higher than that) would be the normal con­
dition. So you can see if the reduction ac­
complished in the last year can be con­
tinued for another year, the Board will be 
practically up to date, as it were.
A considerable volume of litigation over 
taxes will continue to be inevitable. In 
many cases excessive deficiency assess­
ments will be made because of the inability 
of the government to gain access to all the 
sources of information necessary to ac­
curate assessment and the correlative neces­
sity of fully protecting the revenue. Bona 
fide differences of opinion as to the mean­
ing and effect of the tax statutes will con­
tinue to require resort to the courts for ad­
judication. Not infrequently it will be 
deemed essential by the Bureau to maintain 
a doubtful position until one or more court 
decisions provide the necessary adminis­
trative guidance. But it will continue to 
be one of the major objectives of Bureau 
policy to settle cases administratively, 
whenever it can be done without jeopardiz­
ing any substantial interest of the Gov­
ernment, and thereby to miminize the costs 
and delays incident to all litigation.
This policy will, however, be subject to 
one important qualification, viz., that the 
language of the tax statutes and the legis­
lative intent which they express must be 
respected and given full effect. It is no 
proper function of administration to pass 
judgment upon the wisdom or the consti­
tutionality of acts of Congress. In the 
framing of new regulations, legislative in­
tent will not be defeated by restrictive in­
terpretation of statutes merely because a 
more natural interpretation may give rise
to some doubts as to constitutional validity. 
In the absence of authoritative decisions 
definitely establishing unconstitutionality, it 
will be presumed that the law in the form 
in which Congress enacted it is a valid law 
and the constitutional questions will be left 
to the courts to decide.
The policies of protection of the 
revenues and strict adherence to the man­
dates of the statutes reasonably interpreted 
have led to considerable restrictions in the 
compromise of tax, interest, or penalty 
liabilities and in the granting of extensions 
of time for payment of deficiencies. The 
power to compromise vested by statute in 
the Secretary, as interpreted, is a fiscal 
power and as such properly exercisable 
only on the basis of fiscal considerations, 
viz., doubt as to the liability of the tax­
payer or as to the collectibility of the tax. 
It should be remembered that Congress has 
given tax obligations a preference as to 
assets and priority of payment over general 
creditors of the taxpayer. It has decreed 
that such obligations shall not be affected 
by discharge in bankruptcy. These pro­
visions necessitate, we believe, a policy of 
strict collection. Hence insolvency, much 
less financial stringency, of the taxpayer 
does not ipso facto create a ground for 
compromise, if by reason of statutory 
preference or liens the amount of the tax 
can in fact be collected. So-called “equi­
ties” or reasons of “public policy” are 
thereby excluded from consideration.
It is possible to picture Uncle Sam under 
this policy as a Shylock demanding his 
pound of flesh. May I point out that this 
is a superficial and distorted view of the 
situation? Taxes always create some hard­
ships in fact and more feeling of hardship. 
Unfortunately, in a time of economic stress 
such as we have been going through the 
demands of Federal cash and credit in­
crease, and taxes go up, while the capacity 
of many to pay decreases, thereby in many 
cases aggravating the hardship. But it is 
also too often true that the taxpayer’s own 
improvidence and failure to set aside 
proper reserves are the proximate causes 
of the difficult situation in which he finds 
himself. Mere hardship cannot justify ad­
ministrative officials in surrendering pref­
erences or releasing liens which the law 
itself has created. There is a well-known
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saying that “hard cases make bad law.” 
It is equally true that hard cases may pro­
duce bad administration unless caution is 
exercised.
Whenever a tax liabilty is compromised 
for less than the government could reason­
ably expect to collect, such loss of revenue 
must be made good from other sources. It 
is easy to forget, in pre-occupation with so- 
called cases of hardship, that a liberal 
policy of compromise, under present con­
ditions at least, is but a disguised form of 
robbing Peter to pay Paul. The admission 
of equities and hardship as relevant fac­
tors in compromise cases is fraught with 
grave dangers of favoritism and abuse. It 
creates discrimination by increasing pro 
tanto the burdens of thrifty taxpayers who 
make provision for paying their taxes as a 
prior obligation or are too proud to plead 
for special favors. Real equality should 
be the ideal of any tax administration 
worthy of the name. Discrimination is its 
most deadly enemy. The present strict and 
impartial compromise policy, however 
severely it may operate in some individual 
cases, is surely conducive to the best in­
terests of the great majority of taxpayers. 
Certainly it is not animated by any desire 
to work injustice or oppression upon any­
one.
The revenue acts create no statutory 
right in the favor of taxpayers to an ex­
tension of time in which to pay deficiencies. 
They merely authorize the Commissioner, 
with the approval of the Secretary, to 
grant such extensions upon certain condi­
tions and where “undue hardship” would 
result from enforcing immediate payment. 
Manifestly mere inconvenience to the tax­
payer is not sufficient under the statute. 
The burden is upon him to establish some­
thing more than the degree of hardship 
or financial embarrassment which payment 
of taxes normally creates. Moreover, the 
present policy insists that such measures be 
taken in individual cases as their nature 
permits to assure that the risk of loss to 
the government will not be increased by 
reason of the extension of time. In some 
cases this can be done by filing a satis­
factory bond; in others a pledge of per­
sonal property or the conveyance or real 
property in trust to the collector may be 
the best solution; in still others the filing
of a notice of lien by the collector may be 
necessary. The Bureau is, however, re­
luctant to file a notice of lien where to do 
so would tend to paralyze the operation of 
a business or to hamper unduly liquidation 
of the taxpayer’s assets.
The published statistics relating to re­
funds and abatements probably account for 
the major portion of the criticisms of ad­
ministrative policy in these matters, for, 
unless they are subjected to careful inter­
pretation and explanation, they suggest a 
distorted picture of the true situation. A 
few illustrations will suffice. Whenever it 
is necessary, because of jeopardy or be­
cause the statute of limitations is about to 
run, to make an immediate assessment 
without the benefit of full investigation, 
the highest possible assessment may often 
be made in order to protect the revenue. 
Quite commonly fuller investigation will 
show that the assessment is excessive and 
a refund or abatement must be allowed. 
In cases involving transferees’ liability or 
cases of consolidated or joint returns, the 
same deficiency in tax may be assessed 
against two or more different taxpayers, 
although manifestly payment in full by any 
one of them will extinguish the claim of 
the government and the remaining assess­
ments must be abated or written off. In a 
classic case, a one million dollar deficiency 
in tax was assessed against each of seventy 
companies who had made a joint return 
and were all liable for the amount of tax. 
The bare figures in such cases convey the 
quite erroneous impression that certain 
taxpayers have been let off scot-free from 
payment of large tax obligations. More­
over, the credits allowed under the Federal 
estate tax law representing inheritance tax 
paid to the State are shown in the published 
figures as refunds or abatements, which is 
also highly misleading.
The policy of administrative refunds and 
abatements has given rise to widespread 
misunderstanding and criticism and has 
done more, perhaps, than any other single 
factor to generate suspicion as to the in­
tegrity of tax administration. Yet it is 
apparent that a strict policy of denying 
all claims for refund or abatement and of 
compelling taxpayers in all cases to resort 
to suits in the Court of Claims or the Fed­
eral district courts for relief to  which they
6 5 0 THE CERTIFIED PUBLIC ACCOUNTANT November,
may be clearly entitled would create intol­
erable injustice. The only defensible policy 
is one granting relief administratively, pur­
suant to acts of Congress, but only where 
the taxpayer establishes his right so clear­
ly that there is little doubt he would win 
in court. Substantial doubts must be re­
solved in favor of the government, but 
single fairness demands, that, when a case 
of overpayment or overassessment is clear­
ly made out, adjustment by way of refund 
or abatement should be made without 
further ado. You are no doubt aware of 
the fact that all claims for refund are sub­
jected to careful audit and investigation 
and are submitted for review of the action 
proposed by the Bureau to the Congres­
sional Joint Committee on Taxation where 
the amount is in excess of $75,000.00.
Time does not permit any extended com­
ment upon the present policy with relation 
to criminal prosecutions in cases of “fraud 
with intent to evade tax.” While the policy 
with respect to fraud cases has in certain 
respects become more strict, there has been 
no relaxation in the precautions taken to 
avoid groundless prosecutions. Charges of 
fraud are subjected to the most careful 
investigation by experienced members of 
the Intelligence Unit. A part of its regular 
procedure is to afford the taxpayer an op­
portunity to controvert the charges and to 
defend his conduct. The Unit recommends 
prosecution in only about one-fourth the 
cases it investigates, which surely does not 
indicate that it is suffering from a “prose­
cution” complex. The recommendation 
and the record are then subjected to care­
ful review by experienced attorneys in the 
Penal Division of the Assistant General 
Counsel’s office, where taxpayers and 
counsel are again often given a hearing. 
No case is recommended to the Depart­
ment of Justice for prosecution unless the 
reviewing attorneys are convinced that 
sufficient admissible evidence to convict is 
available. I may say the final power of 
decision in such matters is not vested in 
the Bureau but is vested by law in the 
Department of Justice, and so it is pos­
sible for the Department of Justice not to 
follow our recommendations, in some cases 
properly so, and it is possible for the At­
torney-General to initiate criminal prosecu­
tion where the Bureau has not recom­
mended it.
The extreme care with which such re­
view is made is indicated by the fact that 
only 51% of the cases reviewed are re­
ferred out for prosecution. The vindica­
tion of this conservative policy is a record 
of 93.27% of convictions or pleas of guilty 
in the cases so referred, and the persons 
prosecuted include both the distinguished 
and the notorious, men of influence and 
public enemies. No change in policy has 
been made or is contemplated which will 
impair the salutary respect which the pub­
lic has for Federal tax fraud prosecutions.
The Treasury Department does not tol­
erate the use of threats of criminal prose­
cution to coerce taxpayers into paying or 
agreeing to pay proposed deficiencies. As 
long as the taxpayer is asserting what he 
in good faith believes to be his rights, how­
ever mistaken the Department believes him 
to be, he has no ground to fear the resort 
to any penal sanction. Save in occasional 
cases of jeopardy assessments, not even a 
fraud penalty is asserted until after care­
ful investigation of the facts, a considera­
tion of the taxpayer’s version of the case, 
and review of the evidence by competent 
attorneys. The most meticulous regard 
for due process of law could not ask for 
more careful procedure than this.
In two important instances the Bureau 
has modified its policy in the direction of 
greater severity. A taxpayer who has 
been guilty of fraud must do more than 
make a voluntary disclosure thereof and 
pay the deficiency in tax to avert criminal 
prosecution. He must now pay as well 
the civil penalty of 50% of the tax and 
interest at the rate of 1 2 % fixed by the 
statute. Would anyone assert that such 
a penalty constitutes a cruel and unusual 
punishment or that its severity is dispro­
portionate to the gravity of the offense? 
Something more than voluntary confession 
is necessary to discourage fraud on the 
revenues.
The other sharp reversal of policy has 
to do with fictitious sales. The policy is 
based upon the premise that the use of 
purely colorable or fictitious sales of stocks 
or other securities for the purpose of es­
tablishing deductible losses is a fraud on 
the revenues and should be dealt with in 
the same manner as other species of fraud
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and deception. The taxpayer who sells 
his securities in good faith at a loss has 
nothing to fear if he claims a deduction, 
but it must be a sale, not a mere semblance 
of one. You are no doubt familiar with 
some of the devices, devious and ingenious, 
which unscrupulous taxpayers and their 
counsel have resorted to in an endeavor to 
take unconscionable advantage of provis­
ions of the statute intended to encourage 
and protect legitimate business and invest­
ment transactions. Sales were made to 
wives, relatives, family corporations, and 
others which the vendee never knew about. 
Securities worth a fortune were transfer­
red to persons without resources upon 
security no better than a bare promissory 
note. The present policy simply insists 
that the appearance of sale is not enough, 
unless intent to sell and good faith be 
present. If some taxpayers have relied on 
Treasury approval of such practices, be­
cause of past experience or poor advice, 
to their present discomfiture, it only re­
mains to remind them that neither law nor 
good morals recognize vested interests in 
tax evasion.
Your profession numbers among its 
members many who have rendered useful 
and valuable service to taxpayers in the 
proper presentation of their claims and de­
fenses before the Bureau of Internal 
Revenue, the office of the Assistant Gen­
eral Counsel for the Bureau, and the 
Board of Tax Appeals. Such service, 
animated by loyalty to professional ideals 
and to the legitimate interests of the client, 
is as essential to sound and just tax ad­
ministration from the Government’s as 
from the taxpayer’s point of view. In­
competence or lack of character on the 
part of members of the Treasury Bar are 
equally dangerous to both. The Govern­
ment is composed of fallible human beings 
who, however honorable and fair minded 
they may be, can and sometimes do make 
mistakes. Moreover, many of them show 
a natural and proper tendency to resolve 
doubts in favor of the Government by 
which they are employed, however sincere 
their desire may be to treat fairly and 
without discrimination all taxpayers with 
whom they have occasion to deal, whether 
they be represented by counsel or not. 
Counsel who limit their zeal to vigorous
advocacy and defense of their clients’ 
rights under the law, who do not resort to 
improper solicitation or claims of personal 
or political influence to procure business, 
and who are frank and courteous in their 
dealings with the representatives of the 
Government are a credit to the Treasury 
Bar. Fortunately, a large part of its mem­
bers are of that character. Unfortunately, 
a considerable number are not.
In order to protect the revenues, the 
body of taxpayers, and honorable practi­
tioners from the nefarious activities of 
this minority, the Treasury Department has 
for many years promulgated regulations 
governing admission to practice before the 
Department and establishing certain stand­
ards of conduct, disregard of which was 
made the basis for withdrawal, temporarily 
or permanently, of the privileges thus con­
ferred. Machinery for the enforcement of 
the regulations was set up in the form of 
a Committee on Enrollment and Disbar­
ment to hold hearings on charges preferred 
against enrolled attorneys or agents and 
submit findings of fact and recommenda­
tions to the Secretary of the Treasury as 
a basis of action. Many unworthy mem­
bers have in this manner been eliminated 
from the rolls.
While much good work has been done, 
time and experience have revealed weak­
nesses and inadequacies in the regulations 
and the machinery set up for their en­
forcement which required correction.
As a first step a new Committee of three 
members has been constituted, none of 
whom are to be otherwise officially con­
nected with the Department. The high 
character and competence of the new ap­
pointees and the simple but carefully con­
sidered procedure under which they will 
operate provide ample guarantees that they 
will function as a shield for the innocent 
as well as a sword against the guilty. The 
attorney or agent who has had his day in 
court before this Committee and has on 
the basis of the evidence been found guilty 
of infraction of the regulations warranting 
disciplinary action will indulge in a vain 
hope if he expects to resort to political in­
fluence to save him.
The chairman of the new Committee is 
Doctor Walter W. Cook, an eminent legal
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scholar and for years one of the leaders of 
the Institute of Law at Johns Hopkins. 
His colleagues are Judge Lawrence Becker, 
whose years of experience as attorney for 
the Government before the old Commit­
tee will be of great value to the new, and 
Mr. Irvin H. Gilruth, a public-spirited 
lawyer of high character and judicial tem­
perament, who has had many years of ex­
perience in grievance committee work as a 
member of the Chicago Bar Association. 
The appointment of a new attorney who 
will devote his full time to representing the 
interests of the Government before the 
Committee will soon be announced.
There will be promulgated shortly a new 
Department Circular No. 230 containing 
the revised regulations. I regret to say 
that time does not permit my commenting 
upon them in detail. They incorporate the 
results of past experience and the best 
thought of a considerable number of com­
petent persons. Tentative drafts have been 
submitted for critical study to representa­
tives of the American Bar Association and 
to officers of your own and allied organi­
zations. The regulations as published will 
have benefited by their cooperation and will 
at numerous points bear the marks of their 
suggestions. Many of the problems dealt 
with have been inherently difficult and 
have given rise to divergences of opinion 
which have been resolved by full and free 
discussion. I have no hesitation in stating 
that the new regulations and the machinery 
set up for their administration and enforce­
ment represent a large step in advance.
Those charged with the duty of prepar­
ing the new regulations and those who have 
the responsibility for their proper enforce­
ment have been and will be animated by 
three paramount purposes: (1) the pro­
tection of the revenues of the United 
States, as a trust, against fraud and waste;
(2) the protection of taxpayers against un­
scrupulous solicitation and dishonest ad­
vice which lead them into unnecessary 
trouble and controversy with the Govern­
ment; (3) the protection of honorable 
lawyers and agents who give their clients 
honest service and faithful advice, against 
the unfair competition of tricksters who 
rely as their stock in trade, not upon pro­
fessional competence and the merits of
their cases, but upon fraudulent and un­
ethical practices or false pretensions to in­
fluence. In addition, effort has been made, 
the success of which you will soon be able 
to judge, to make the regulations, so far 
as practicable, a document of educational 
value from the point of view of those many 
persons enrolled as agents who are neither 
licensed attorneys nor certified public ac­
countants and who have not enjoyed the 
advantages that come from membership in 
a professional organization such as your 
own which has promulgated a code of 
ethics for the guidance and governance of 
its members. At the same time we have 
sought to avoid any captious interference 
with or needless vexation of those members 
of the Treasury Bar whose practices are 
conducted upon the basis of high ethical 
standards and professional competence. 
Moreover, there will be a noticeable stiff­
ening in the scrutiny to which applicants 
for enrollment are subjected, with respect 
to education, character and reputation, ex­
perience, and professional and technical 
ability. Steps will also be taken to elimi­
nate deceased or inactive members from 
the roster and to keep it up to date. The 
regulations relating to fees will be con­
siderably modified with a view to restrict­
ing the activites of those who would re­
duce practice before the Department to the 
status of a commercialized racket. An ef­
fort will be made in cases of filing of false 
returns, to locate the responsibility for the 
fraud where it belongs, whether it be 
upon the taxpayer or his counsel.
The Treasury, being vested with the 
powers and duties of the tax gatherer, can 
never hope for popularity nor perhaps, for 
general understanding. But in the troubled 
years through which we have come, when 
the credit of banks, business and municipal 
governments has trembled in the balance, 
the Treasury Department has maintained 
the credit of the Federal Government 
secure against the storm. Its present 
policies in tax administration are animated 
by a high sense of its great responsibility 
for the integrity of the revenue system 
which forms the cornerstone of economic 
solvency and future reconstruction.
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Discussion
P r e s i d e n t  E l l i s  : Before Professor El­
well goes, I want to thank him and Dr. 
Kent for their contributions toward our 
meeting this morning. Have any of you 
any questions you would like to ask Dr. 
Kent, or any suggestions you might make 
to him with regard to the Treasury Deci­
sion 4422 ? In conversation with Dr. 
Kent last night, I expressed to him my 
own feeling that anything that is so im­
portant to business, to cost accounting, 
to our financial statements, to the certifi­
cates that we, as Certified Public Account­
ants, render, that it would be very un­
fortunate if in this attempt to adjust 
depreciation, that we should make it a 
horse-trading proposition and there are 
some evidences it is going to develop along 
that line, at least in the beginning.
The depreciation, if it is going to be 
changed, should be changed on some sort 
of scientific basis, so that each of us can 
approach the problem from a scientific 
standpoint rather than from the stand­
point of getting the best bargain we can 
put over the revenue agent. If we could 
express some opinion to Dr. Kent, who is 
on the inside and perhaps will have some 
opportunity to get over to those who are 
shaping the policies in the Bureau of 
Internal Revenue what the accountant 
thinks about this important subject, it 
would be helpful. We, as a group, are 
affected more than any other professional 
group because we are absolutely put on 
the spot when we are advising our clients 
what to do and what not to do with this 
important change. Let’s have your 
questions or suggestions that Dr. Kent 
may have the benefit of them.
Dr. K en t: May I make one additional 
remark, Mr. Ellis ? You may be interested 
in knowing that we have established, dur­
ing the summer, a new division in the 
Assistant General Counsel’s office, known 
as the Division of Legislation and Regula­
tions. We have come to recognize the 
vital importance of that function and it 
was not being adequately cared for while 
the function was left, more or less, as a 
side issue to the overburdened members of 
the staff in the interpretative division. If
your organization, or any of the members 
have any suggestions (and I am sure there 
ought to be a lot of them) as to provisions 
in the regulations, which you think are in 
need of clarification or substantial modi­
fication, we will welcome those sugges­
tions. I wish you would incorporate your 
suggestions in writing and mail them in, 
either to the Assistant General Counsel or 
to Mr. Frederick Lusk, who is the head 
of the new Legislation and Regulations Di­
vision. I have felt myself there has not been 
the progressive improvement in the quality 
of the regulations over a period of years 
that there should be and there are many 
parts of the regulations that do not give 
to taxpayers and their counsel the amount 
of illumination and guidance in interpre­
tation of the statute which they ought to 
give. I hope the forthcoming regulations 
will show some improvement in that 
respect. I am sure the next edition which 
comes out will show a very substantial 
improvement.
M artin  K ortjoh n , New York: On 
the depreciation matter, I would like to 
make a suggestion to Dr. Kent and he 
need not comment on it if he doesn’t care 
to. Is it intended to make a change or 
an improvement (I don’t know just what 
to call it) in the matter of examinations 
in the fields. Many of us feel that the 
thing could be done, perhaps, in a little 
different way. That may be based on a 
purely local condition, and yet, it may be 
widespread over the country.
We may suspect a certain taxpayer is 
getting an unfair advantage because the 
Bureau imposes upon the agent to audit a 
certain number of returns per month 
though he may have returns which a care­
ful and conscientious auditor should not 
finish in less than two weeks, yet when he 
turns in his result, it is one return audited. 
I have had returns that no good assistant 
of mine could audit conscientiously for the 
Government in less than two weeks, and 
yet, the man was obliged to finish it in a 
few days and hasten on to some other 
return because he had consumed so much 
time on the one he handled.
Dr. K en t : I am not in position to com­
ment, specifically, upon your suggestion. 
I can say in general, however, that one of
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the most difficult problems is the problem 
of ways and means of improving the 
quality of administration in the field. We 
have a very definite feeling that, relatively 
at least, the organization is not working 
as efficiently as the organization in Wash­
ington and I hope that I may be free of 
any charge of bias because I haven’t been 
in the Bureau long enough myself to have 
my own view colored by personal prefer­
ence.
Mr. K o r t j o h n  : One point further, and 
this is touching a delicate subject, what 
effective means are they taking to super­
vise them so they can’t throw a case ?
Dr. K e n t :  I wish I could say, but I 
cannot. All I can say is, I do know there 
is an acute awareness of these problems 
in Washington.
H i l a r y  H. O s b o r n ,  Nashville, Tenn.: 
As regards agreements, I have discussed 
it with the local agents in our territory 
and they say they understand this is 
merely an agreement not to appeal a case. 
The examining officer goes out and makes 
his examination, and before he leaves the 
taxpayer’s office, he asks the taxpayer to 
sign an agreement. It often happens that 
the agent goes back to the Revenue Office. 
He has his rough draft. He writes up 
his report and then it is reviewed. It may 
not be accepted, it may be changed in 
minor respects. Some statement he makes 
in there the taxpayer may not be aware 
of because he does not read the entire 
report. I have raised the question in the 
local office that they should not ask for an 
agreement, in sending for an assessment 
or refund, until they have furnished the 
taxpayer with a typewritten copy of the 
report.
I had a specific case in which we did 
sign an agreement with the examining 
office on those grounds. It went to the 
Revenue Office and it was returned to us, 
the agreement, all torn up. I asked that 
we be given some consideration, then, 
before they sent out the report. The 
examining officer merely called me up and 
said he would have to put the agreement 
aside. I went to see if we could have an 
informal hearing to substantiate our case 
and I was informed we had to go through 
the regular procedure of filing a protest.
We signed a second agreement. The con­
feree was accosted by some of his superior 
officers. They didn’t agree with his settle­
ment, so the conferee called me up and 
said, “I will have to tear up this agreement 
because we can’t accept it.” I said, “That 
seems to be rather bad procedure. I wish 
you would send that back to me.” I did 
get it back. We carried the case on to 
appeal and recently we settled it three 
weeks before it came to trial with the 
representative of the General Counsel’s 
office and the technical staff.
I have served both in the Department 
and on the outside, and I can appreciate 
some of the questions and problems that 
arise on those things, but it seems to me 
that a procedure which lends itself to that 
sort of criticism gives the taxpayer a bad 
impression of the administrative proceed­
ing.
D r .  K e n t :  Was this an income tax 
case?
M r .  O s b o r n  : Yes, a corporation income 
tax.
D r .  K e n t :  There has been some diffi­
culty arising with the estate tax cases, and 
effective action will be taken to remove a 
large part of the source of that difficulty. 
Without having had the benefit of 
examining into the reasons for the income 
tax procedure, I certainly should feel 
somewhat reluctant myself to sign a blank 
check, as it were, and I shall be glad to 
make a note of the matter and inquire 
into it. I certainly agree that such work­
ing at cross purposes and hauling back­
ward and forward is not a satisfactory 
procedure.
J a m e s  F. H u g h e s ,  Jersey City, N. J . : 
We all appreciate that there are honest 
differences of opinion among men. I have 
known Mr. Kortjohn for a long time and 
I appreciate his views. As I listened, I 
got the impression he thought the agent 
ought to spend a longer time, so I con­
sidered the men whom I have met in the 
course of my work and I am impelled to 
say the majority of these men, by reason 
of their long experience, are competent to 
determine just how long they ought to 
spend. They are not making an audit. 
They come in with this background of 
experience and determine just exactly how
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long they ought to stay and the type of 
work they should do.
L e w i s  S a g a l ,  New Haven, Conn.: I  
want to ask Dr. Kent what attitude the 
Bureau is going to take toward making 
use of these special certificates signed by 
advisers in preparation of returns.
D r .  K e n t :  I can tell you the problem 
that has given rise to the adoption of that 
measure. We have been confronted in 
a large number of instances with the dis­
agreeable spectacle of a taxpayer passing 
the buck, as it were, to counsel or his 
agent. When steps have been taken to 
bring the counsel or agent to account, 
similar things have happened. In all too 
many cases where apparent frauds have 
been uncovered, it is not possible to hold 
anyone responsible for it. I think I can 
safely assure you the form is intended to 
identify the person who prepared the
return so that if any question thereafter 
arises, responsibility may be more readily 
determined.
M r .  S a g a l :  Will they insist that the 
form be signed as it is printed on the 
returns, or will leeway be given in making 
up the form that fits the occasion?
D r .  K e n t :  I wish I could answer that 
offhand, but I may say this, the revision 
of the present form is being considered and 
anything I say here might be contradicted 
by the language of the revision.
M r . S a g a l : Y o u  a r e  r e f e r r i n g  to  th e  
b la n k  t h a t  is  n o w  a  p a r t  o f  t h e  r e t u r n  ?
D r .  K e n t  : The statement about such- 
and-such a person signing the return.
M r .  S a g a l  : Is that undergoing revision 
now?
D r .  K e n t :  Yes, this will be, I believe, 
the third revision.
T h e  C . P . A .  a n d  t h e  U . S .  B o a r d  o f  
T a x  A p p e a l s *
by C h a r l e s  M. T r a m m e l l ,  Member, U. S. Board of Tax Appeals
AS a member of the United States Board of Tax Appeals it is a very real 
pleasure for me to meet with the Society 
of Certified Public Accountants of this 
State. I recall your interest and activity in 
the establishment by law of the Board. 
Members of accounting societies were 
among the first to advocate the creation of 
an agency for deciding tax controversies 
outside of, wholly separate from and with­
out any control or influence on the part of 
the Bureau of Internal Revenue or any 
other governmental department. I, there­
fore, feel that I am among those who are 
sincerely interested in the successful carry­
ing out and executing the functions im­
posed by law on this tribunal.
You not only were instrumental thru 
your recommendations in the establishment 
of the Board, but you have been of assis­
tance in carrying on its work. When it was
* Address before annual meeting of the Texas 
Society of Certified Public Accountants at D al­
las, October 12, 1934.
created the accountants were intrusted by 
the taxpayers of this country with the bulk 
of all tax problems. This work naturally 
came to you in the regular course of your 
business of auditing books, directing how 
accounts should be set up and entries made 
to properly reflect income. It was only 
natural, therefore, that in any questions 
which arose as to the correct amount of 
the income which was subject to tax, you 
should be called upon to handle the matter 
in the Bureau of Internal Revenue.
When the Board was created one of the 
first questions before us was who should be 
admitted to practice. After consideration 
and deliberation we decided that Certified 
Public Accountants and lawyers should be 
admitted and no one else. It is a great re­
sponsibility to determine who shall or 
shall not be authorized to represent tax­
payers in their controversies with the Gov­
ernment. To permit one to practice is an 
implied representation to the taxpaying 
public that such a one is competent and
6 5 6 THE CERTIFIED PUBLIC ACCOUNTANT November,
capable of doing so, morally as well as 
otherwise. We determined that your pro­
fession, however, like the legal profession, 
subjects its members to sufficient test to 
determine their fitness and qualifications of 
such a high standing both morally and 
from a standpoint of competency that we 
could safely accept the certificate of a State 
Examination Board as a sufficient evidence 
of qualification and fitness.
Lawyers have always been considered as 
officers of the court. As members of the 
bar of this tribunal, you have the same 
status as lawyers. This connotes duties and 
obligations as well as privileges. As we ac­
cept Certified Public Accountant’s certifi­
cate as evidence of qualification, such a 
certificate should be sacredly protected and 
when a person is shown not to be deserving 
of it, it should be revoked and the morally 
unfit should be removed from the ranks. 
This is very important for your own pro­
tection and future welfare, the standing of 
your profession and the protection of the 
public as well as in the interest of the 
Government. If the accounting profession, 
as well as the legal profession, can strictly 
enforce the rules of the highest ethics on 
the part of its members, it may save fu­
ture legislation on the part of Congress or 
stringent regulations on the part of the 
Treasury Department and other govern­
mental departments and agencies including 
the Board.
A representative of the Treasury De­
partment, in a speech in Milwaukee before 
the Bar Association, threw out this hint to 
the members of the Bar.
In comparatively recent years your pro­
fession has made notable advancement. 
You have taken a place along with doctors 
and lawyers as one of a learned profession. 
In this age of complicated industrial de­
velopment the accountant has taken an im­
portant and practically an essential part. 
No industrial enterprise can safely do 
without the services of an accountant any 
more than a community can get along 
without a doctor. The income tax laws, in­
cluding excise tax law of 1909, have cre­
ated an absolute necessity for your ser­
vices. New, better and more accurate sys­
tems of bookkeeping and accounting had 
to be devised. It was necessary that books 
reflect the facts. These circumstances have
been the prime cause of the rapid develop­
ment of accountancy as one of the profes­
sions. It is my opinion that future tax laws 
will give more and more effect to account­
ing principles in determining incomes sub­
ject to tax. This will increase the import­
ance and value of your services.
Other agencies have been recently set up 
in Washington which call for the expert 
services of accountants, such as the Se­
curities Commission and the Communica­
tions Commission. Figures compiled by ac­
countants largely constitute the basis upon 
which these Commissions act. They re­
quire the services of the most skilled and 
responsible men. The man whose work is to 
be so accepted and relied upon must of 
necessity be above reproach and even sus­
picion from the standpoint of integrity as 
well as learning and ability. In your work, 
as well as in the law, integrity and honesty 
are equally important, if not more so than 
ability, as necessary as that is. Your work 
is of no value whatever unless it has the 
confidence of those who must act on it.
An active and fearless grievance com­
mittee which will eliminate the unfit and 
the unscrupulous is a valuable watchdog 
to protect the honest and upright man in 
any calling or profession, especially yours, 
in order to maintain it in the high esteem 
of the public. An unfit man brings down 
the whole body.
At the Bar Association in Milwaukee 
the same representative of the Treasury 
Department already referred to, announced 
that a new committee on enrollment and 
disbarment had been created in the Treas­
ury Department and that the Bar Asso­
ciation was invited to name a committee to 
meet with them for the purpose of discus­
sing new rules with respect to the admis­
sion, practice and disbarment of those who 
practice before that Department. At my 
suggestion the certified public accountants 
also were represented. Mr. Springer in 
your behalf had some very important 
suggestions to make. These new rules will 
vitally affect you and your profession in 
the years to come. Of course, the purpose 
of this new committee is to restrict the 
practice in so far as possible to those men 
in whom confidence may safely be placed. 
One thing which has disturbed the Treas­
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ury Department for years is the represen­
tations made by some who practice before 
it, by accountants, lawyers and others, that 
they have influence, political or otherwise, 
with officials and can therefore accomplish 
things which others less fortunate can not 
do. So far as I know, such a representation 
has never been made with respect to the 
Board. Such representations are made only 
for the purpose of unfairly obtaining busi­
ness. They are harmful to the whole pro­
fession of accountancy as well as law, 
and especially harmful to the unsuspecting 
taxpayer. In many instances taxpayers 
have turned over important matters to in­
competent hands as a result of such unfair 
statements. The new rules will probably 
deal severely with those people who make 
such statements.
The Board has no rules for admission 
or disbarment except the simple rule that a 
Certified Public Accountant or a lawyer in 
good standing in his profession will be ad­
mitted and will be disbarred for improper 
or unethical practice or conduct. In admit­
ting a Certified Public Accountant we de­
pend on you to strike from your own 
rolls the names of improper men and to 
prevent the admission of the unfit. We take 
it for granted that a Certified Public Ac­
countant in good standing is qualified. If a 
man is disbarred from the Treasury De­
partment, however, notice is served upon 
the Board and we give that person an op­
portunity for a hearing to show cause why 
he should not also be disbarred by the 
Board.
I would like to give you my own per­
sonal opinion as to the proper function of 
Certified Public Accountants before the 
Board. What I say is in no way the ex­
pression of any official opinion—I speak 
simply as an individual without any inten­
tion to express the opinion or views of 
any other Member or the Board itself. 
What I say, however, is based on experi­
ence extending over the past ten years— 
the past life of the Board.
I have referred to the valuable assistance 
your profession has rendered the Board. 
It has also rendered an essential service in 
the proper administering of the income tax 
laws generally. We, after careful consider­
ation, admitted you to practice before the
Board. This specific public recognition of 
the Certified Public Accountants, in my 
judgment, has been of great value to your 
profession as a whole. After the passage of 
the Revenue Act of 1926 which provided 
for appeals from the Board to the Circuit 
Courts of Appeal and by certiorari to the 
U. S. Supreme Court, the question again 
arose as to whether Certified Public Ac­
countants or any other than lawyers should 
be admitted to practice before the Board. 
Again, after mature consideration, we de­
cided not to change our rules in this re­
spect. I was a member of the rules com­
mittee which considered the question and 
made the recommendation to the full mem­
bership. However, we must recognize the 
fact that when a case comes before the 
Board it is like a case before a Federal 
District Court. The statute requires that 
the Board follow the rules of evidence ap­
plicable to the courts of equity of the Dis­
trict of Columbia. Evidence is a difficult 
field. It has some times been the downfall 
of practicing lawyers. A lawyer may know 
the facts and the law of his case, but if he 
has not a knowledge of the rules of evi­
dence he may dismally fail to present his 
case. Actual experience, is the only real 
teacher of this subject and based on the 
experience of mankind it has been found 
that the safest way to properly develop 
facts is to follow recognized rules of evi­
dence. These rules are the result of the 
history of the human race in the settlement 
of controversies between men.
Your training and experience have been 
along other lines. My own view is that 
when you have a case which comes on for 
trial, you should have a lawyer associated 
with you to properly introduce the evi­
dence, cross-examine the witnesses of the 
opposing side and properly make your rec­
ord. In some instances you may have to 
familiarize the lawyer with the technical 
points if he is inexperienced in such prob­
lems. In many ways it may be necessary 
for you to direct and help him, but as to 
the presentation of the evidence and the 
making of the record he can help you and 
he is vitally needed in this respect.
The problem is that when a record is 
once made it is final—nothing can be added 
or taken from it. If you should lose before
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the Board, and we lay no claim to infalli­
bility, you have nothing to present to the 
Appellate Court except the record you have 
made before the Board. The failure to pre­
serve an exception to an adverse ruling 
may cause the case to be lost in the Ap­
pellate Court, or the failure to properly 
lay the foundation for secondary evidence 
in a proper case may result in the exclu­
sion of such evidence by the Board with 
the result that it remains excluded in the 
Appellate Court. If the evidence were prop­
erly presented you might have won your 
case. In any event, after the decision of the 
Board if an appeal is necessary, an attor­
ney has to be obtained at that point as an 
accountant can not take the case to an Ap­
pellate Court. In many cases it is then too 
late for an attorney to handle the matter 
in the Appellate Court as the record was 
not properly made before the Board. In 
many cases, however, after you file your 
petition cases are settled by the Bureau 
or you may succeed in agreeing on the facts 
by conference. It is in the actual trial of 
the case that I suggest the necessity of an 
attorney.
In many instances a good witness in a 
case is worth more than half a dozen good 
lawyers. The accountant frequently is 
necessary as a witness to explain book rec­
ords and no lawyer could successfully pre­
sent the case without such testimony.
I recognize the limitations of the lawyer 
as well as the accountant. The two pro­
fessions can not very well be combined in 
one man. An LL.B degree does not neces­
sarily make a lawyer—only experience 
does that. If I were practicing law and an 
important case were entrusted to me I 
would very soon secure the aid and co­
operation of a Certified Public Accountant.
I do not want to be understood as saying 
that accountants should not practice before 
the Board, but in a proper case I think that 
you should not depend too much on your 
capacity as a lawyer in the presentation of 
evidence or in arguing an important purely 
legal question, more especially one not 
based upon a taxing statute but which in­
volves general law on which the tax de­
pends. Lawyers are trained in legal re­
search, drawing distinctions between cases, 
and presenting argument in support of 
their position before men similarly trained.
However skilled an accountant may be in 
his field, he is not so trained. There is an 
ample field for both accountants and law­
yers, and lawyers should also recognize 
that they are not accountants.
Your great familiarity with the intri­
cacies of tax problems makes your voca­
tion important, but if you find it necessary 
to go to trial, the question is whether you 
will have a lawyer with you at the time 
when the record is being made, or whether 
you will wait until an appeal to an Ap­
pellate Court is necessary or desirable to 
find that you cannot succeed on appeal 
solely on account of the fact that you did 
not have a proper record made before the 
Board.
Tax problems frequently involve the 
work of both accountant and lawyer. Each 
should recognize the point beyond which 
his proper sphere does not extend. There 
are many important legal questions that no 
accountant, regardless of his experience, 
should undertake to present. There are 
many cases that no lawyer should take 
without the assistance and cooperation of 
an accountant. It would not be fair to him 
or his clients, and there are many cases 
and many tax problems which no lawyer 
should handle at all. They involve matters 
beyond the scope of his qualifications un­
less he is directed by an accountant. There 
is a proper sphere, however, and an im­
portant function for both lawyers and ac­
countants before the Board, but there is a 
line beyond which a lawyer should not go 
unaccompanied by an accountant, nor an 
accountant go, certainly not safely alone.
SIM PLIFICATION 
“What do you think of this idea of using 
initials in economic transactions?”
“I like it,” answered Mr. Dustin Stax. 
“It simplifies the story to say that business 
was N. G. and is now O. K.”
TH E ID E A !
Bank Teller—“Sorry, madam, but your 
account is already overdrawn.”
Madam—“Well, what if it is, young 
man? Can’t I do as I please with my own 
account ?”—Pathfinder Magazine.
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C o - o p e r a t i o n  B e t w e e n  B e n c h  a n d  B a r  
a n d  t h e  A c c o u n t a n c y  P r o f e s s i o n *
By J u l i u s  E. F l i n k , C.P.A., Newark, N. J.
Introduction
De v e l o p m e n t  of the past fouryears in the professions of law and 
accountancy emphasize the need for ac­
countants to give careful study to ways in 
which both professions can cooperate 
effectively for the benefit of that public 
which they serve, as well as for their 
mutual advantage. The endowments and 
aptitude for their respective sciences make 
the lawyer and accountant almost indispen­
sable one to the other. One is quite over­
whelmed with the magnitude of the yearly 
production of new laws which affect ac­
counting, or some aspect of accountancy 
practice. While it is no part of the 
function of accountants to keep up with 
diversified legislation passed, and court 
decisions, it is incumbent upon accountants 
to keep well advised with respect to the  
force and scope of legislation and decisions 
which affect the interests committed to 
their care.
At times in the realm of business 
activity, it is difficult to recognize the line 
of demarcation between the work of the 
accountant and the work of the lawyer, 
except where questions of law are definitely 
separated from those pertaining to ac­
countancy. It may even be conceded that 
there are some accountants and lawyers 
who fail to understand the finer distinc­
tions of their respective fields. However, 
the real and fundamental interests of the 
two professions under discussion do not 
conflict, and may be served best by har­
mony and coordination. It is with this 
spirit that the subject matter of this paper 
is approached.
Historical Background and Expansion of 
Legal Principles Into Accounting Science
Before we discuss practical ways of co­
operation, it is appropriate to make
* Addresses delivered before the Annual Meet­
ing of The American Society, October 3, 1934.
reference to the development of certain 
phases of accounting out of the science of 
law. Under the common law, where 
actions of account were involved, it was 
the practice of the courts to refer such 
matters to court auditors, referees or 
special masters, thereby including certain 
aspects of what we now designate as ac­
countancy, within the limits of the law. 
Today, however, the law demands theories 
and facts which accountancy alone can 
establish. Historically, therefore, a state­
ment of account had for its objective the 
showing to the proprietor of property, 
what happened to property interests which 
were placed in the hands of someone else. 
Thus, an infant on reaching his majority 
would ask an accounting from his 
guardian, the theory being that at one 
time the property of the infant had been 
placed with the guardian in trust; that 
over a period of years the guardian had 
handled his property and that now he is 
called upon to make a showing that he 
still has this property in his hands, or that 
he has undertaken some legally authorized 
operation with the property and has the 
proceeds in his hands. Later, this theory 
was expanded to include the results of the 
operation of such property—that is, dis­
tinguishing between what may be called 
“Capital” and what may be called “In­
come.” It is on this principle that account­
ing for the purposes of Fiduciaries, 
Guardians and Trustees proceeds, and it is 
at this point where accountants and 
lawyers first developed a community of 
interest.
Then there was evolved a second im­
portant principle. In addition to disclos­
ing a state of affairs relating to property 
and proceeds, the accountant was also 
expected to show the distribution of this 
property properly among all parties in 
interest, often the principal balance to a 
remainder-man, the income to a life- 
tenant. Out of this developed the second
660 THE CERTIFIED PUBLIC ACCOUNTANT N ovem ber.
important division of accounting—the 
results of operation—gain or loss. Segrega­
tion of interests often followed the line 
between “Income” and “Principal” so that 
it became necessary to work out reliable 
tests as to the difference between the 
original fund, its proceeds and accretions, 
and the funds which would be recorded as 
payable to a person or interest entitled to 
the “Income.” The accountant then faced 
questions of economics and business prac­
tice, and finally a problem in legal theory 
as Courts aimed to reach what they con­
sidered a sound judgment.
While most owners of a business own 
an equity which is entitled to the principal 
and accretions thereof (the results of 
operations), in the modern business struc­
ture it does not necessarily follow that the 
same individuals are entitled to both. 
Often a corporation having cumulative 
preferred stock or income bonds outstand­
ing, finds that the owners of such stock 
or bonds, possess rights directly contingent 
on the existence of earnings; and here 
an accounting process must be resorted to 
in order to ascertain whether, and to what 
extent such earnings actually existed. 
Thus, important questions of law are 
determined and uncovered by means of an 
examination of the provisions of the pre­
ferred stock and bonds outstanding. 
Obviously, in these situations the two pro­
fessions of law and accountancy meet 
again.
With proprietary interests and state­
ments of operations there next developed 
the principle of Valuation, with which 
both accountants and lawyers must reckon. 
Generally, the accountant is expected to 
verify the valuation assigned to assets by 
other people. For example, a trustee who 
holds a particular piece of real property 
in trust, paying the rents and profits to X 
during his life, and delivering the real 
property to Y on X’s death has no real in­
terest in the problem of Valuation. For ex­
pediency, he assigns an inventory value to 
the property at the commencement of his 
trust. It is immaterial whether he assigns 
$1.00 or $1,000.00 as to its value. The 
question asked of him is not “What is the 
property worth ?” but “Where is, and what 
has happened to this particular property ?”
The modern business man, however, and 
even the modern trustee has long since 
gone beyond this phase, for the reason 
that property does not remain dormant. 
It is not likely that the Trustee will have 
at the close of his trust the same piece of 
property with which he started. A trust 
in property today is subject to the chance 
that part of it will be condemned and in 
lieu of part of the property, the trustee 
will be obliged to account for proceeds. 
In place of the original piece of property, 
he will show proceeds. The question then 
arises as to whether there has been a 
profit—which involves first valuing the 
original piece of property, valuing the pro­
ceeds and accounting for the difference. 
The L aw  will then adopt the accounting 
process as a test to determine to whom 
this difference belongs, and so in modern 
business, while fixed assets remain fairly 
steady, another large part of its assets is 
usually being turned over. Net income or 
profits may depend to a great extent on 
the difference in valuation of these assets 
or its proceeds at the end of an account­
ing period as compared with its valuation 
at the beginning of this period. Thus, the 
ascertainment of income gained on accre­
tion of any sort hinges on this calculation, 
and hence it is important that there be an 
ascertainment of value at both periods in 
accordance with sound accounting prin­
ciples acceptable to Courts. This brings us 
to a consideration of the corporate entity, 
the most modern device for the conduct of 
business.
S o m e  L e g a l  A s p e c t s  o f  B u s i n e s s  
E n t e r p r is e
The Corporate E ntity
It is in connection with problems arising 
out of our modern corporate development 
that accountants and lawyers meet most 
frequently. Considerable interest is, there­
fore, focused on the legal aspect of the 
assets and liabilities of the modern cor­
poration. What assets are mortgaged, 
pledged or hypothecated ? What liabilities 
have priority? What are the respective 
interests of the various classes of stock­
holders and bondholders? When we con­
sider the distinction between original 
assets or capital, and income gain or
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accretion, again questions of legal theory 
arise—“What is Income?” (for legal pur­
poses) and “What is other accretion, gain 
or profit?” predicated largely on an 
arbitrary or conventional pre-judgment 
which the accountant must follow, rather 
than fix, and when the character or quality 
of assets and liabilities is concerned, 
sound practices of accounting as well as 
legal theories must all be tested.
Treasury Stock and Current Trends In 
Legislation Relating Thereto.
In 1933, the State of Illinois revised its 
general Corporation laws, and by implica­
tion prohibits the deduction of treasury 
stock from capital. Since the only other 
thing from which it can be deducted is sur­
plus, it follows (under the Illinois law) 
that a balance sheet which shows treasury 
stock deducted from capital must over­
state surplus. This, in turn, has given rise 
in Illinois to two important questions upon 
which lawyers and accountants are not in 
accord:
(a) The treatment of treasury stock
as affecting surplus available for 
dividends, and
(b) The propriety of charging dividends
and operating losses to capital 
surplus.
In order to interpret the provisions of 
the law of Illinois strictly, it might be 
necessary to violate established accounting 
practice. Some accountants have been in 
the habit of carrying treasury stock as an 
asset, though under certain conditions it is 
not generally considered to be good ac­
counting practice. Most accountants have 
followed the principle that stock repur­
chased should be deducted from the capital 
stock account, itself. The requirements of 
traditional accountancy and the law can­
not both be entirely satisfied. Who is 
right? The law, right or wrong, is 
specific, and if the accountant ignores it, 
some corporation director may be con­
fronted with an embarrassing situation.
Similarly, with regard to capital surplus 
and charges for dividends and for losses, 
if the law of the State of Illinois permits 
dividends and losses to be so charged, the 
law may be followed. However, in both 
of the situations referred to neither the 
form of the statute, nor accounting termi­
nology can judge the fact as to whether 
the corporation has or has not increased 
its investment by operations. Surplus, 
generally represents excess of assets over 
liabilities. Earned surplus is assumed to 
mean that excess which arises from opera­
tions. Hence, when a loss from opera­
tions is charged to what has not been 
earned, but to what has been contributed 
as capital surplus, the accepted meaning 
of the term, “Earned Surplus” is destroyed 
and confusion results. This legislation 
really strikes knowingly or unknowingly at 
the very integrity of accounting.
The past several years have witnessed 
the trend toward the acquisition by cor­
porations, of large blocks of their own 
share issues with attendant problems of 
balance sheet presentation. New problems 
will result therefrom and both professions 
will be called upon to aid in their solution.
Since much of our business consists of 
inter-state commerce, it would be particu­
larly advantageous if all the states adopted 
uniform legislation in matters relating to 
the preparation of balance sheets, defini­
tion of surplus, reserves, dividends and 
proper treatment of treasury stock. The 
importance of this whole problem is indi­
cated by considerable pending litigation 
against directors of corporations charged 
with approving the declaration and pay­
ment of dividends and the acquisition of 
treasury stock about which there is some 
legal doubt, and in some of these cases the 
reports of Certified Public Accountants 
were used as a basis.
Lease Security Deposits
Another example of the need for un­
covering questions of law by the account­
ant is afforded in connection with the 
manner in which landlords, in asking for 
assurance of their rentals, resort to 
deposits and other protective devices. 
Such security deposits are based upon 
contractual arrangement. Often the land­
lord is by law, given the security right 
against the property of the tenant without 
a provision to that effect in the lease. In 
some states the landlord has a right of 
restraint; in some of these and in many 
other states he has a statutory landlord’s 
lien on the goods, chattels or property of 
the tenant. It is in those states in which
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the security afforded by either remedy is 
lacking that security deposits seem to 
have originated, and seem to be most 
widely used today.
Because of the inconvenience of forcing 
the statutory security which often is also 
inadequate, security deposits are frequently 
used even in states where there is a land­
lord’s lien, or right of restraint.
The different types of security apart 
from deposits which seem to be used 
commonly in leases and contracts, are:
1. The mortgage, or lien on the lessee’s
property.
2. The undertaking of a surety or
guarantor.
3. The buildings, improvements or other
fixtures placed on the premises by
the lessee.
When a mortgage is used to afford 
security it may be either on the real estate 
or chattels of the tenant. The mortgage 
will probably be a separate instrument 
executed apart from the lease, but the 
chattel mortgage is sometimes included in 
the lease itself. And without the formali­
ties of a mortgage, there is frequently 
inserted in the lease, a clause giving the 
landlord a lien upon the goods or chattels 
of the tenant that are, or may be brought 
upon the premises. As against the tenant, 
either a mortgage or lien clause will 
probably be effective in giving the landlord 
the desired security.
Thus, it should be observed how impor­
tant it is to inspect the terms of a lease 
contract for any direct or contingent 
liabilities which arise therefrom. In all of 
these situations, the accountant is charged 
with the responsibility of raising questions 
of law respecting the soundness of 
potential assets or liabilities.
Government Agencies and Accountancy
The seventy-third Congress which ad­
journed June 18, 1934, adopted more legis­
lation affecting accountancy and account­
ants than any previous Congress. Through 
the passage of the Federal Securities Act, 
Securities Exchange Act, Home Owners’ 
Loan Act, Banking Act of 1933, Municipal 
Relief Bankruptcy Act, the NRA, and the 
passage of amendments to the National 
Bankruptcy Act, it gave the profession of 
accountancy official recognition by Federal
Statute and in a sense opened the door of 
American industry to periodical investiga­
tion by Certified Public Accountants.
It at the same time invited increased 
legal responsibilities for accountants and 
gave the profession much to think about 
in the way of new standards and an en­
larged scope of activities. All of this will 
undoubtedly bring new legal and account­
ing problems.
Taking the Securities Act by itself, we 
find that it has completely changed the 
nature of the accountant’s liability. No 
longer is he merely the agent of the issuer, 
but now becomes in effect, the legal repre­
sentative of the prospective security own­
er, and his liability is that of a fiduciary.
Not only will accountants be expected 
to discharge their duty to their clients by 
helping to bring about an efficient, profit- 
making enterprise, but they will also be 
under an obligation to see that their clients 
observe rigidly all rules, conducting busi­
ness in accordance with Trade Code, NRA 
regulations, Federal Securities Act and 
any other restrictions which may be im­
posed. These are major responsibilities, 
and call for a broad outlook, together with 
extraordinary talents.
Pertinent to this discussion are certain 
excerpts of an address delivered recently 
by the distinguished George O. May be­
fore the Illinois Society of Certified Pub­
lic Accountants. I quote:
“The fallacious view is quite widely held 
that the work of the Accountant is purely 
a fact-finding function and that when his 
work is completed, he is in a position, (if 
it has been properly performed) to make 
findings of definite and incontrovertible 
facts.”
Mr. May then refers to an address made 
by Commissioner Landis of the Federal 
Securities Commission, in which Commis­
sioner Landis recognizes the point Mr. 
May so ably emphasized, when the Com­
missioner said:
“Much also depends upon the method of  
expression for what should appropriately 
be expressed as inferences or deductions 
from facts, and hence as opinions, are too 
often expressed as facts themselves, and 
hence for the purpose of legal liability, 
whether at common law or under the Se­
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curities Act, become facts. It has been 
said, and very rightly in my humble opin­
ion, that most of accounting is after all a 
matter of opinion. But though this may 
be true, I have still to see the case of a 
prospective investor being offered a bal­
ance sheet and having it carefully ex­
plained to him that this or that item is 
merely an opinion or deduction from a 
series of other opinions mixed in with a 
few acknowledged facts. Accounting as 
distinguished from law, has generally been 
portrayed as an exact science, and its rep­
resentations have been proffered to the un­
learned as representations of fact and not 
of opinion. If it insists upon such fact 
representations, it is, of course, fair that 
it should be burdened with the responsibil­
ity attendant upon such a portrayal of its 
results.”
This statement emphasizes the danger 
which accountants run in putting forward 
as facts, what are really expressions of 
opinion. Legally, our position as account­
ants in this respect must be made clear 
and unequivocal.
Court Decisions and Legislation— Their 
Effect Upon Accountancy 
In order to illustrate how closely inter­
related the two professions are, and what 
an intermingling has taken place, reference 
is made to a limited number of simple 
litigated cases to show the influence of the 
two professions upon each other in rela­
tion to the preparation of financial state­
ments :
Cash:
In re: Russell v. Bristol, 49 Conn., 251; 
It was held that where an agreement 
exists that cash cannot be drawn upon 
except to pay losses, after all assets of 
the company are exhausted, it is a false 
representation to state the sum as cash 
or current asset.
This case raised a problem of quality 
and ownership—quality because though 
apparently the asset is cash in the till, 
in effect, however, the asset is restricted 
and rendered unusable for current pur­
poses by a clear understanding; owner­
ship, because the appropriate liability 
against the specific asset must be prop­
erly recorded.
N otes Receivable:
In re: Hegeman v. Corrigan, 195 N.Y.,
1, 87, N.E., 792; In this case it was held 
that a corporation desirous of disposing 
of notes on hand must do so by a valid 
transfer; a transaction by which the 
legal title is merely colorably divested, 
in that there is an agreement for subse­
quent re-acquisition, is of no legal effect 
—title remains in the corporation, and 
failure to indicate the fact is fraudulent. 
Merchandise Inventory:
Of what nature must be the interests of 
a corporation to justify the appearance 
of this item on the balance sheet? Has 
legal title passed? If it has, the item 
may be included among the assets. The 
rule of “Cost or Market whichever is 
lower” is well established in law, as well 
as in accounting.
See Branch v. Kaiser, 291 Pa., 543; also 
Davenport v. Lines, 72 Conn., 118.
Legal support for giving reflection in 
a balance sheet to unrealized apprecia­
tion due to manufacturing or processing 
is found in re: Hutchinson v. Curtiss, 
45 Misc., 484, 92 N.Y. Supp. 70. 
Contingent Liabilities:
In re: Cochrane & Sayre v. U.S. 157 
U.S. 286, 15, Sup. Ct. 628. In this case 
it was held that if a true disclosure of a 
given enterprise is to be accomplished, 
it will be regarded as a false entry en­
tirely to omit from a financial report an 
obligation as a guarantor of an unma­
tured note.
These cases and others indicate how 
the Courts have undertaken to impose 
principles of accounting as principles of 
law. Only a limited area has been covered 
to suggest this trend. Courts and lawyers 
determine and base legal opinions on the 
results of accounting. Rules or principles 
of accounting have, for many purposes, 
become rules of law. Courts lay down 
rules to which accountants are bound, and, 
in effect, have adopted the practices and 
conventions of accountants. Once the 
rules of the accountant have found their 
way into the body of law, the accountant 
becomes legally obliged to pursue them in 
his further work.
Court Testim ony of Accountants 
Accountants, when called upon to tes­
tify, should be mindful of the fact that 
much of their testimony is heard by jurists
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and jurymen who are not familiar with the 
technical presentation of facts. The use of 
debit or credit whenever possible, should 
be avoided. In its place the narrative form 
of presentation would be more effective. 
Testimony may be given by an accountant, 
either in the capacity of an expert giving 
pure opinion evidence, or by an accountant 
who, after having been requested to make 
an examination, as for instance in bank­
ruptcy, in surrogates’ courts, or in a crim­
inal proceeding, is called upon to furnish 
the results of his findings. In most of our 
important recent investigations of alleged 
financial wrongdoing of banks, municipal­
ities, public utilities, and in determining 
Securities Act violations, both National 
and State, the testimony of accountants 
was indispensable.
As a demand for a right, alleged to be 
inherent in their professional status, many 
accountants as witnesses suggest that they 
be given the same privileges allowed to 
lawyers, doctors and clergymen.
Accounting Records A s  Evidence
We live in an age where the use of 
credit in commerce is universal, and as a 
consequence, it often becomes necessary to 
offer accounting records in Court as evi­
dence of business transactions. This class 
of evidence is significant to the accountant 
because he is responsible for the con­
struction and interpretation of the ac­
counts, and he may be called upon to give 
expert testimony in regard to them. A 
familiarity with the attitude of the Courts 
toward this type of evidence will help to 
make the accountant more effective in his 
testimony, should he be summoned as a 
witness.
The law usually recognizes as evidence 
those books which are kept solely for busi­
ness purposes. Loose memoranda or en­
tries in diaries or memorandum books used 
for recording anything that the owner may 
wish to note, although admitted to refresh 
the memory of a witness, are not admis­
sable as independent evidence. ( See Cairns 
v. Hunt, 78 Ia. App. 420). The law has 
not taken upon itself the responsibility of 
prescribing the form in which accounts 
must be kept, nor the material which must 
be used for the record. Books which were 
lacking in many respects, have been ad­
mitted when the party seeking to introduce 
them has been able to fill in the gaps with 
satisfactory testimony.
Yet we find that the admission of ac­
counts as evidence has been criticized by 
some jurists and jurors. Chief Justice Col­
ton in Waggaman v. Peters, 22, Ill. 42, 
said: “There has been a current disposi­
tion to open the door wider and wider for 
books of account as evidence until now it 
seems to be thrown down all together and 
the original consideration of necessity 
which first introduced them has altogether 
been lost sight of.” Professor B. W. 
Jones in “The Blue Book of Evidence” 
makes this statement, “It has been said 
that books of account are received in evi­
dence only upon the presumption that no 
proof exists. They are justly regarded as 
the weakest and most suspicious kind of 
evidence. The admission of them at all is 
a violation of one of the first principles of 
evidence, which is that a party shall not 
make evidence in his own favor. The prac­
tice of admitting such evidence is, how­
ever, universal.”
These opinions are the exception. Most 
of our jurists favor an increasing liberality 
in the admission of accounting records as 
evidence. They look upon the strict legal 
view and try to meet demands of modern 
business. Our Courts would be greatly 
handicapped in the administration of jus­
tice, and business would suffer immeasur­
ably if the use of accounts were not per­
mitted in evidence.
Allocation of Taxable Income Between  
States
Double taxation of the same income re­
sults not only from the conflicting claims 
of the State of source and that of the 
physical domicile of the enterprise, but also 
from overlapping assessments on grounds 
of source. It is important to develop such 
legislation as will prevent the imposition 
of multiple taxation. The importance of 
this problem is illustrated by the following 
situations:
It has been recognized that in a business 
which comprises a manufacturing estab­
lishment in one State and a sales establish­
ment in another, the whole of the income 
may not be considered allocable exclusively
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to the one State or to the other, but it must 
be apportioned equitably between them. It 
is obvious that if one State apportions the 
net income of a foreign corporation which 
manufactures in another State and sells 
through a local sales office in the ratio of 
sales receipts, the entire net income will be 
allocated to its jurisdiction. If, in the same 
year the State in which the corporation 
has its factory apportions the net income 
in the ratio of tangible property, prac­
tically the entire net income will be 
thrown to its jurisdiction. The corpora­
tion will, therefore, be required to pay 
taxes to two states on practically all of 
its income. The taxpayer in order to prove 
his case would have to start separate ac­
tions in each State. Or, suppose an Amer­
ican corporation operates, as is frequently 
the case, in a dozen or more of the states 
with taxes on income. Each State may 
have a different allocation formula and the 
cumulative assessments, because of over­
lapping here and there, may total two or 
three times the actual net income of the 
enterprise. The question arises which 
would be more practical, to assess the cor­
poration in each State on a basis of a sepa­
rate accounting, or to apportion the total 
net income by means of a uniform appor­
tionment formula?
Theoretically, each method would pre­
clude double taxation, but the solution 
must depend on practical expediency. If 
the establishments in certain states are 
more or less self-contained, or autono­
mous, it might be advisable to maintain 
separate accounting for them. On the con­
trary, if the enterprise consists of factories 
in one or two states and sales establish­
ments in others, and if there were no in­
dependent factory prices which could be 
used in dividing the income between the 
sales establishments and the factories, it 
might be more practicable to apportion the 
total net income in a ratio based on certain 
concrete factors.
This gives rise to two questions. What 
is the income to be apportioned and what 
are to be the factors? Is each State to 
compute the total net income in accordance 
with its own laws, or will it agree to accept 
the total net income as determined by the 
Federal Government? At present, some 
states will accept the determination of in­
come only in accordance with their own 
laws, and others take the net income as 
determined for the purposes of the Federal 
Income Tax, but add to it, or exclude from 
it, certain items in accordance with their 
own laws.
All of this suggests the need for uni­
form legislation throughout those states 
which have income tax laws in order to 
bring about an equitable allocation of busi­
ness income. Obviously, if a formula is 
to be used in taxing a corporation with 
different types of establishments in a dozen 
different states, all the states should be in 
agreement as to the net income to be ap­
portioned, and as to the factors to be ap­
plied. Much of this problem could be 
solved by reciprocal legislation on the part 
of the various states. It has been sug­
gested that by virtue of the Interstate 
Commerce clause, Congress could enact a 
law to force the states to apply a formula 
prescribed by the law, or a special agency, 
so as to prevent the double taxation of in­
come derived from operations across State 
frontiers. Here again, accountants and 
lawyers are afforded a fertile field for co­
operation.
Accountant’s D uty to Uncover Questions 
o f L aw
The faculty of uncovering questions of  
law must be based upon a knowledge of 
the organization of the law, i. e., of legis­
latures and their statutes, of Courts and 
decisions, of administrative bodies and 
regulations and the various means used 
for recording legal principles and decisions 
so that they can be readily ascertained. A 
v/orking knowledge of all these matters 
will facilitate the discovery of fraudulent 
or incorrect deviations from prescribed 
standards of conduct. A knowledge of the 
rules of evidence under the common law 
has also become indispensable. The ac­
countant needs that whenever he works 
with an attorney in anticipation of testi­
fying. When an accountant appears for a 
taxpayer before the United States Board 
of Tax Appeals he knows the need for a 
thorough familiarity with the rules of evi­
dence. The opportunity of uncovering 
questions of law is strongly concerned 
with title to assets—liquidating of liabil­
ities—especially contingent ones—the prop­
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er handling of income and expense items, 
of capital stock, particularly when it is 
non-par, and of surplus and its reserves. 
All of these may result from pure audit 
work.
The accountant is also presented with 
the opportunity of observing ambiguities 
in the contractual arrangement with con­
signees when merchandise is shipped on 
consignment; in examining insurance rec­
ords he may find no compensation or liabil­
ity insurance. He may note failure to file 
certificate for the use of a trade name. He 
may discover ambiguities in partnership 
agreements—the operation of a corpora­
tion as if it were a partnership.
With respect to the determination of 
when a dividend may be safely declared, 
much depends upon the findings of an ac­
countant. Some early decisions in respect 
to surplus available for dividends are con­
trary to accounting theory. Later decisions 
conform with present-day theory and prac­
tice. The rapid development of account­
ancy during the last quarter of a century 
has doubtless had considerable influence on 
the Courts on the question of dividends. 
The question of whether a dividend should 
or should not be declared is essentially one 
to be passed on by a lawyer. Here again, 
the question may be uncovered by the ac­
countant who discharges his duty by as­
sembling the facts.
Accountant’s K now ledge of Law— 
Lim itations 
By way of preliminary observation, it is 
assumed that a C.P.A. has a knowledge of 
the law, that he knows something of the 
processes of a lawyer’s mind and that he 
is acquainted with legal terminology. At 
the same time, he should be mindful of his 
limitations with respect to his knowledge 
of the law. The minimum to be expected 
from the future C.P.A. in New York 
State is suggested by the following quota­
tion from a paper read recently before the 
New York Society of Certified Public Ac­
countants by Mr. Norman E. Webster, a 
member of the New York State Board of 
Examiners:
“As a subject for examination the 
scope of commercial law education 
should include:
1. The principles of common law and
of New York and United States Stat­
utory Law relating to
(a) The forms of organizations, 
both those engaged in private 
and public business.
(b) The relationships of such organ­
izations to each other.
(c) The classes of property and of 
rights in property.
(d) Other matters relating to busi­
ness transactions.
2. United States and New York tax 
laws.
3. The rules of statutory construction of 
tax laws and of the extent to which 
administrative regulations in such 
matters are controlling.
4. The forms of procedure which are 
prescribed for the preparation of ac­
counts for presentation to Courts or 
other agencies created by law, and the 
basic rules governing the submission 
of the facts as proof of allegations.
5. The legal responsibilities of those en­
gaged in the public practice of ac­
counting.”
Most accountants and lawyers will agree 
that this constitutes an adequate program.
To retrace our steps for a moment, it 
will be seen that first I pointed out that 
both attorneys and accountants are prim­
arily interested in business and that busi­
ness enterprise is unequivocally bound up 
with the law, the aspects of which the ac­
countant can no-wise overlook. Secondly, 
that the Government and its various agen­
cies make certain demands on the account­
ant as well as on the attorney which can­
not be effectively met by independent ef­
fort on the part of each. And lastly, that 
as servants of the State, the accountant 
holds himself responsible to uncover ques­
tions of law despite the fact that his 
knowledge of law will necessarily be 
limited.
With such a background, can the need 
for cooperation be questioned?
A s to M ethods of Cooperation 
Up to this point only occasional refer­
ence has been made to methods of coopera­
tion. I now propose to suggest a definite 
program for bringing about cooperation 
between both professions. There are un­
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doubtedly occasions when accountants 
have not been called in when their services 
could have been used constructively; it is 
also believed that there are occasions when 
attorneys have not been called in when 
their services could have been used to the 
advantage of the client. It is not a C.P.A’s  
province to advise on legal m atters; he 
must recognize the need for legal services 
when that need exists. Similarly, the law­
yer should recognize the need for the ser­
vice of the accountant when that need 
exists.
The accountant should remember that 
however sound his grasp of fundamental 
legal principles, he has neither the back­
ground nor the office and library facilities 
for passing final judgment on questions of 
law. He should report questions of law 
to his client and recommend that the advice 
of Counsel be secured for that purpose.
Now, as to specific ways in which an 
effective and beneficial cooperation be­
tween the two professions can be brought 
about:
1. Developm ent o f a better understanding
of accounting terminology.
Lawyers and accountants must strive to
understand each other better as to the pos­
sibilities in the use of accounting termin­
ology, even when they come into agree­
ment as to the facts and the law involved. 
The historical and case point of view of 
the lawyer must be brought into harmony 
with the scientific accounting point of view 
of the accountant. The significance of this 
is best illustrated by the need for clear and 
correct terminology in preparing legisla­
tion, both State and Federal, particularly 
in matters relating to Banks, Building & 
Loan Associations, Insurance Corporations 
and Public Utilities. Accountants, through 
National and State organizations should 
hold themselves in readiness to assist in 
the preparation of such legislation.
2. Uniform Legislation
In the past several years, several states 
have adopted legislation affecting pro­
foundly the correct interpretation of sur­
plus, capital surplus, earned surplus, stated 
capital and dividends, solvency, insolvency 
and many other aspects of accountancy. 
An examination of this legislation shows a 
deplorable lack of uniformity and in this 
connection, accountants and lawyers are
urged to work together to bring about 
more uniform legislation based upon sound 
principles.
3. In connection w ith  duties o f Counsel
fo r  Fiduciaries.
Services of accountants are frequently 
required in connection with duties per­
formed by counsel for fiduciaries in form­
ulating court orders and decrees to meet 
varying requirements. Lawyers appointed 
to aid receivers, assignees and other fidu­
ciaries, frequently prepare orders of refer­
ence and kindred papers for submission to 
the courts. In advance of the presentation 
of such documents, depending upon the 
nature and extent of technical matters re­
quired, much would be accomplished if 
accountants were consulted in order to as­
sist in giving correct reflection to the 
things intended by such orders. In this 
same connection, Certified Public Account­
ants assisting fiduciaries can increase their 
usefulness in work having legal aspects by 
familiarizing themselves with such acts or 
legislation of the various states which gov­
ern practice and procedure in the prepara­
tion of accounts for use by the various 
Courts or Departments of State.
4. Lifting Standards of Educational R e­
quirements.
Law schools ought to give courses in 
principles of accounting, so that lawyers 
who serve with accountants would know 
and appreciate the laws which govern the 
application of accounting principles. More 
knowledge of the principles of accounting 
by members of the bench and bar will 
make for sounder legislation and court 
decisions. Schools of commerce might 
broaden their present courses in law by 
recognizing current changes in our eco­
nomic and social legislation, as they affect 
accountancy.
5. Public Relations.
Certified Public Accountants are rapidly 
becoming in certain aspects of their work, 
public servants. In the very nature of his 
work, the accountant has up to now kept 
within a small shell. He will fulfill his 
responsibility to the public only when he 
participates actively and vigorously in gov­
ernmental and social fields. There should 
be more accountants found in politics, gov­
ernment and social service institutions,
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alongside of members of the Bar. 
Cooperative efforts by representatives of 
the professions of L aw  and Accoun­
tancy.
The first effort so far as is known, to 
bring together effectively the two profes­
sions, was evidenced in the year 1933 by 
the appointment of a joint committee by 
the Essex County Bar Association of the 
State of New Jersey, and the New Jersey 
Society of Certified Public Accountants. 
While the deliberations of this Committee 
are in a formative stage, the progress they 
will make in the direction of bringing 
about a better understanding between law­
yers and accountants will be watched with 
considerable interest by other accounting 
organizations, both State and National. 
The subject matter of such cooperative 
efforts should stimulate interest over a 
broad national area. Among some of the 
things which such a joint committee might 
consider profitably, are the following:
(a) Compiling a treatise on the records 
which should be prescribed for Offi­
cers of the Court (Fiduciaries, Re­
ceivers, Trustees, etc.), in handling of 
Estates. A uniform method should be 
established for keeping the accounts 
so that they might afford a basis for 
adequate auditing.
(b) In connection with commercial con­
tracts, for arbitration of disputes, the 
inclusion of clauses providing for the 
name of accountants to serve with 
lawyers as arbitrators might be con­
sidered.
(c) Periodical joint meetings of both pro­
fessions at which symposiums might 
be held to discuss and examine cur­
rent legal decisions in the State and 
Federal Courts relating to accounting 
theory and practice.
(d) Discussion of Federal and State In­
come Tax matters with a view of 
bringing about sound and equitable 
theories of taxation.
During the past five years there have 
been an unprecedented number of investi­
gations, reorganizations and bankruptcies. 
There has also been much litigation involv­
ing accounting suits. As a result, the ex­
periences of both professions tend to con­
verge at many points. A policy of care­
fully planned coordination between the
two professions becomes increasingly nec­
essary.
I cannot hope to have escaped the mis­
adventures and hazards of exploring in an 
unsurveyed field, particularly since its 
boundaries are being constantly enlarged. 
If, however, I have been able to break 
ground, the effort put forth has been 
justified.
by H. T h e o d o r e  S org , of Sorg, Dun­
can & Bailey, Counselors at Law, Newark, 
N .J .
Read by C. P. K i n g , C.P.A.
THE well-considered address by Mr. Julius E. Flink, C.P.A., on the subject 
“Cooperation between Bench and Bar and 
the Accountancy Profession” covers a 
broad field and is fertile in its suggestions 
for closer cooperation between the ac­
counting and legal professions.
The limitations of time unfortunately 
prevent more than hasty and incomplete 
comment on the general subject which 
forms the basis of the address. Hence 
these observations are limited to brief con­
sideration of several points of possible ac­
cord or conflict in the respective fields of 
operation of the two professions.
There are doubtless numerous instances 
where the lawyer encroaches on the field 
of the accountant, ofttimes without credit 
to himself or benefit to his client. Several 
examples may be cited:
(a) In the organization of corporations 
particularly in those instances where the 
capital structure consists of stock without 
nominal or par value, issued in exchange 
for property, it is necessary to set up the 
value thereof as respectively apportioned 
to capital stock and capital surplus. The 
basis of determining these respective 
amounts, which later may have vital bear­
ing on the tax problems of the corporation, 
involves considerations definitely within 
the province of the accountant and ordi­
narily should not be attempted to be solved 
by the lawyer alone.
(b) The preparation of any but the most 
simple income tax returns should not be 
attempted by the lawyer without proper 
collaboration with the accountant. On oc­
casion, failure to observe this practice has 
resulted either in loss to the client or ne­
1934 THE CERTIFIED PUBLIC ACCOUNTANT 669
cessity for subsequent appeal for refund.
(c) The Federal Securities Act and the 
Federal Securities Exchange Act both 
specifically require certain certified finan­
cial statements by accountants. Aside 
from mere preparation and certification of 
such statements, however, the accountant 
can render invaluable aid to the lawyer in 
connection with the proposed issue of 
securities, preparation of registration state­
ment and/or report, as the case may be, 
and the lawyer who fails to avail himself 
of this function of the accounting profes­
sion and usurps it himself, is rendering a 
dis-service to his client.
One could continue ad lib with instances 
such as the foregoing and doubtless many 
others will suggest themselves to account­
ants engaged in active practice.
There are, however, also occasions 
where the accountant trespasses on the 
field of the lawyer. One illustration will 
suffice:
In recent years there has been an in­
creasingly frequent appearance by account­
ants before Federal bodies on behalf of 
clients, as for example where the account­
ant represents a taxpayer before the Fed­
eral Board of Tax Appeals. In some in­
stances the accountant acts in conjunction 
with legal counsel, which practice, of 
course, is not only in order but highly de­
sirable. In other instances, however, the 
accountant acts altogether alone—and not 
always without success! However, regard­
less of how successfully the matter may 
be prosecuted by the accountant in a given 
case, it would appear that the accountant 
is trespassing upon the domain of the law­
yer in appearing before any judicial or 
quasi judicial body as an advocate. That 
is true even though the body before which 
he appears meets more or less informally, 
and regardless of whether or not the mem­
bers of the Board are drawn solely from 
the legal profession. Although in isolated 
instances the result of the accountant act­
ing alone may not be injurious to his client, 
any more than might be the case in such 
isolated instances if the lawyer also as­
sumed the functions of the accountant, 
nevertheless such general practice by the 
accountant in situations which necessarily 
involve application of legal principles is 
not only likely to end disastrously for the
client, but is also calculated to result in 
friction with and opposition from the legal 
profession in the exercise of its duty for 
the protection of clients. Sooner or later, 
legislative action is certain to be taken to 
restrict the accounting profession to the 
proper limits of their field. In order to 
avoid possibility of such restrictions ex­
ceeding reasonable limits the accounting 
profession might well consider taking the 
initiative in themselves discouraging such 
practices on the part of accountants. Ob­
viously the field of activity is large enough 
to include both professions.
In summary and with respect to the 
legal as well as the accounting profession, 
it might be said that while it is today not 
only advisable, but almost imperative that 
every lawyer whose practice is largely in 
the commercial field should have a back­
ground of accounting knowledge and that 
every accountant actively engaged in di­
versified practice should have a legal back­
ground, nevertheless, the motivating pur­
pose for acquiring such background is not 
to enable the lawyer to practice accounting 
or the accountant to practice law. It is still 
true that “a little knowledge is a dangerous 
thing”—unless such knowledge be utilized 
solely for the purpose of the more clearly 
and certainly recognizing the necessity of 
engaging someone with expert knowledge 
in his particular field when occasion de­
mands !
by E m a n u e l  P. S c h e c k , Chairman 
Committee Essex County Bar
Read by I r v in g  D e n n e t t
I am writing this with reluctance because 
of the inadequate time, thought and prep­
aration which I have given to the subject 
of the relationship between the accounting 
and legal professions. The paper which 
is to be presented to the convention on 
Wednesday thoroughly discusses the fun­
damentals of the subject and I know from 
a letter which I received some time ago 
from Mr. William C. Heaton, who is 
Chairman of the New Jersey committee on 
cooperation with the Bench and Bar, that 
you have all given a great deal of study to 
the matter.
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On October 31st, 1933, the president of 
the Essex County Bar Association ap­
pointed a committee to confer and co­
operate with your committee. We met 
several times and presented a short report 
to the Essex County Bar Association at 
its annual meeting in 1933, in which we 
recommended joint meetings of the com­
mittees of both associations for the pur­
pose of formulating a code or plan of 
cooperation.
The new administration reappointed our 
committee early in the Summer and we 
shall meet and organize promptly after I 
receive a report of any action taken at 
your convention this week.
There is no need for me to reiterate the 
general belief that much can be accom­
plished by a closer union of accountants 
and lawyers. There are innumerable 
instances where the services of accountant 
and lawyer are required, and it is incon­
ceivable that one should trespass on the 
other and that one should not call upon 
the other for assistance.
Business has become so complex; we 
are compelled to travel so many uncharted 
courses; we are confronted with so many 
new problems; we are subjected to so 
much regulation; we are confronted by so 
much taxation, that it is impossible for 
a lawyer and for an accountant to advise 
a business client with any assurance or 
safety unless all three, viz., the client, the 
accountant and the lawyer sit down and 
carefully plan every step to be taken.
In the report which we submitted to 
the Bar Association we noted the follow­
ing as some of the matters in which the 
work involved requires the services of an 
accountant and a lawyer:
1. Planning the type of legal entity to 
conduct new business, having in mind the 
subject of Federal, State and Municipal 
taxes.
2. Upon incorporation of businesses, 
the opening of books of account and 
installation of accounting systems.
3. Problems involved in the consolida­
tion, merger and reorganization of cor­
porations.
4. Problems involved in the dissolution 
of partnerships and corporations.
5. Preparing accountings and cost sys­
tems in connection with the Federal 
Securities Act and with the National 
Industrial Recovery Act.
6 . Determination of extent of damages 
and profits in patent and other infringe­
ment suits.
7. Public Utility rate cases.
8 . Determining losses covered by fire 
insurance policies and preparation of 
proof of claim.
9. Matters arising in receivership and 
bankruptcy cases, including examination 
of books and records of the bankrupt 
and an analysis of financial statements.
10. Determination of rights of life 
tenant and remainder man, especially with 
regard to distribution of corporate divi­
dends.
11. Income tax matters, including pres­
entation of case before the Commissioner 
of Internal Revenue and before the United 
States Board of Tax Appeals.
Undoubtedly there are a great many 
more.
The practical problem of uniting the 
accountant and the lawyer is not easy, but 
I think that the relationship can be im­
proved with the better understanding 
which will come from closer physical con­
tact. By that I mean we must meet each 
other frequently.
1. It may be advisable to have stated 
meetings of the committees representing 
both groups. The meetings could be at 
dinner, during and following which we 
could discuss the many interesting sub­
jects which we have in common. From 
the discussions there may be created a 
code of cooperation.
At those meetings there could be reports 
of flagrant trespassing and unlawful 
practices, which could then be reported 
back by each group to its association for 
proper action.
2 . The activities of the committees or 
other matters of interest relative to the 
subject of cooperation could be printed 
from time to time in the publication which 
your association issues.
3. There is a Bar Association in every 
county of the State, and, of course, a 
State association. If it has not been done 
already committees similar to ours ought 
to be appointed in each County as well as
( Continued on page 686)
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U n i f o r m  C o s t  A c c o u n t i n g  S y s t e m s  
U n d e r  T h e  N . R . A .
by O r t o n  W. B o y d , C.P.A., Division o f  Research and Planning, National 
Recovery Administration, Washington, D. C.
THE N. R. A. policies with respect to “destructive price cutting” have passed 
through two stages. The first, or the “no­
selling-below-cost” era was inaugurated 
shortly after the establishment of the Re­
covery Administration in the early sum­
mer of 1933. The second or the current pe­
riod was initiated by the announcement of 
Office Memorandum 228 on June 7, 1934.
The first period was characterized by 
the approval of Codes of Fair Competi­
tion which sought to curb destructive 
price cutting by prohibiting an individual 
member from selling his products or ser­
vices at less than his cost. Two exceptions 
to this restriction were generally allowed. 
First, the member was permitted to sell 
at below his individual costs for the pur­
pose of meeting the competition offered by 
a lower-cost producer. And second, the 
limitation did not apply to obsolete goods, 
seconds or imperfect merchandise.
The adoption of the no-selling-below- 
cost prohibitions naturally brought a host 
of questions to the front. What are the 
elements which enter into cost? How may 
the cost to manufacture and to sell a given 
product be ascertained? What scheme or 
method of cost finding shall be employed? 
Shall each member of an industry com­
pute his own individual costs in his own 
way, making his own selection of the ele­
ments to be considered? Or shall all mem­
bers determine or estimate costs according 
to a uniform method, employing the same 
set of expense items?
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Consideration of these problems led 
quickly to the formulation of appropriate 
policies. In most instances the Code fram­
ers did not attempt the enumeration or 
cataloging of the various types of direct 
and indirect manufacturing, selling and 
administration expenses to be embodied in 
the cost of sales. Furthermore, the typical
Code did not specify the method of apply­
ing costs to the units produced. However, 
few Codes accorded the individual mem­
ber full freedom in selecting his elements 
of expense and the methods of determin­
ing unit costs. In the great majority of 
instances, the Code required its members 
to compute or to estimate their individual 
costs in accordance with the principles of 
a uniform method to be formulated under 
the direction of the Code Authority and 
to be approved by the Administrator or the 
Board in charge of the Recovery program.
A p p r o v a l  o f  C o st  M e t h o d s  P r o c ed u r e
As a result of these provisions the Re­
covery Administration found it necessary 
to retain the services of accountants and to 
devise such routines and procedures as 
would insure the proper consideration of 
the proposed cost-finding methods. In 
order that a proper understanding of these 
subjects may be had, it becomes necessary 
to digress for a moment to consider the 
“line and staff” organization of the N. R.
A. The “line” functions are handled by 
several Divisions, each of which is the 
channel for contacts between the Adminis­
tration and a group of allied industries. 
The “staff” activities are handled by a 
group of divisions or advisory boards, each 
of which performs a specialized function 
for all of the “line” divisions. For instance, 
there is the Research and Planning Divi­
sion which considers all matters of an eco­
nomic or statistical nature. Other staff or­
ganizations which may be mentioned are 
the Legal Division, the Policy Division, 
and the various advisory boards represent­
ing the interests of Industry, Labor and of 
the Consumers.
Let us assume that the Code Authority 
for a given industry has ordered the for­
mulation of a uniform cost-finding method. 
The proposal, as drafted by a committee 
or by a professional firm of accountants
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or cost engineers, is considered and ap­
proved by the Code Authority. The manual 
is then presented to that N. R. A. “line” 
division which serves as the means of con­
tact between this industry and the Admin­
istration. This Division forwards copies of 
the proposal to the Research and Planning 
Division, the Legal Division, the Industrial 
Advisory Board, the Consumers Advisory 
Board and to the Labor Advisory Board 
for study and comment.
T h e  A d v iso r y  B o a r d s  or D i v is io n s
Three of these advisory organizations, 
Research and Planning, Industrial and 
Consumers, maintain cost accounting units 
for the consideration of the proposed sys­
tems. The cost accounting unit of the Re­
search and Planning examines each meth­
od from the standpoint of technical con­
siderations, practical application and con­
formity to the N. R. A. stated policies. 
The cost accounting advisor for the In­
dustrial Board directs his attention largely 
to the technical aspects of the proposed 
formula. The cost accountants of the Con­
sumers’ Board are concerned principally 
with the effect of the plan upon selling 
prices and upon sales volume.
Each of these Advisory Units or Boards 
prepares and files with the “line division” 
a written report or set of comments with 
respect to the proposed formula. The “line” 
division, in turn, transmits any objections 
on the part of the Advisers to the Code 
Authority sponsoring the proposal. Efforts 
are then made to secure an agreement be­
tween the Advisers and the Code Author­
ity. In some cases, the representatives of 
the latter, either in person or by corre­
spondence, present such information as 
would cause the withdrawal of the objec­
tions filed. In other instances, the Code 
Authority makes the necessary changes 
which would bring the cost accounting for­
mula into conformity with the policies of 
the Administration.
P u b l ic it y  fo r  t h e  P r o po sed  S y s t e m
It then becomes necessary to afford the 
individual members of the industry an op­
portunity to express their views concerning 
the proposal. In some cases, public hear­
ings are scheduled; in other instances, an 
announcement of an opportunity to be 
heard is made. In either event, full details
concerning the cost-finding method and of 
the dates for the hearing or for filing ob­
jections are furnished to all members of 
the industry.
T h e  A d m i n i s t r a t i v e  O rder  
The “line” division then prepares an Ad­
ministrative Order for the approval of the 
cost formula. To the docket prepared for 
the case are attached the reports of the 
Advisory Board or Divisions. If the “line” 
division chooses to ignore any of recom­
mendations or objections thus filed, a state­
ment of the reasons therefor is appended.
The docket receives scrutiny in two addi­
tional “staff” units, the Policy and the Re­
view divisions. These organizations are 
concerned primarily with three questions: 
First, does the proposal conform to the 
policies of the Recovery Administra­
tion?
Second, have the necessary steps in the 
prior consideration of the proposal 
been taken ?
Third, is the failure of the “line” divi­
sion to accept the recommendations of 
the advisory organization based upon 
valid reasons?
After receiving the approval of these 
Divisions, the Order for the adoption of 
the proposed method is presented to the 
Administrative head of the Rocovery pro­
gram. His or their approval establishes the 
proposal as the basis for the determination 
of the costs below which sales may not be 
made.
P o l ic ie s
Any one familiar with the problems of 
cost accounting may readily visualize the 
difficulties confronting the N. R. A. in set­
ting up the criteria for the evaluation of 
a cost accounting formula. The presenta­
tion and the consideration of the first pro­
posals brought numerous questions to the 
foreground and it became necessary to es­
tablish basic principles.
L o w e s t  I n d i v id u a l  C o sts  
The reader will recall that the typical 
Code forbade each of its members to sell 
his products or services at less than his 
cost, except for the purpose of meeting the 
competition of another who is not selling 
below his individual cost. In other words, 
the line of demarcation between legitimate 
competition and “destructive price cutting”
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was placed exactly at the lowest individual 
cost of production and marketing. The es­
tablishment of the barrier against predatory 
price policies at this level was by no means 
accidental. It was deliberately intended, in 
order that any producer may feel free to 
translate all of his natural advantages into 
lower selling prices. In other words, no 
protection for managerial inefficiency was 
contemplated, no shield for extravagance 
was to be raised, and no obstacle in the 
path of progress was to be erected.
However, many of the cost accounting 
methods presented were so drawn up as to 
require the low cost producers to set their 
cost levels at amounts in excess of the 
minima which would result from the appli­
cation of the ordinary rules of accounting. 
In some instances, these proposals were 
based upon the desire to eliminate the com­
petitive power resulting from artificial ad­
vantages ; in other cases, these efforts were 
designed for the protection of the smaller 
establishments. Again there was the desire 
to surround the average establishment with 
a protective wall against the onslaughts of 
those enjoying superior financial or geo­
graphical advantages. And finally, there 
was the feeling that all the members of an 
industry must be considered as one and no 
one should be permitted to make too great 
inroads into the business of his competitor.
D e p r e c ia t io n  P o l ic ie s
The principal artificial advantage which 
the cost system sponsors sought to elimi­
nate pertained to the depreciation charge. 
It was recognized that many firms had ac­
quired plants and equipment at the abnor­
mally low prices of a bankruptcy sale. 
Again, the processes of reorganization 
through which many enterprises have 
passed effected a devaluation of the capital 
assets. And finally, there were cases in 
which servicable plant and equipment had 
been completely written off in the depre­
ciation charges of prior years.
For the purpose of eliminating any com­
petition arising from conditions such as 
these, the advocates of many cost systems 
proposed to base the depreciation charge 
upon present replacement values. Some sug­
gestions would have established this basis 
as the universal rule for the industry; other 
systems sought only to invoke this rule in 
the exceptional cases.
However, in formulating policies, the 
Administration has turned a deaf ear to 
these pleas. The no-selling-below-cost pro­
visions were designed solely for one pur­
pose, namely, the curbing of destructive 
price cutting. The limitation of price re­
ductions for any other purpose would be 
an exercise of a power not contemplated 
by Congress in the enactment of the In­
dustrial Recovery Act. The Administration 
therefore should “bend backwards” in 
withholding approval of cost proposals 
which would set minimum selling prices at 
a level higher than any individual’s cost 
of production and marketing.
In view of these and other considera­
tions, the Administration’s policy is that 
the depreciation charge, for the purpose of 
determining minimum selling prices, shall 
not be higher than that amount which 
would ordinarily be ascertained by the ap­
plication of generally accepted accounting 
rules. In other words, the basis for the de­
preciation charge shall not exceed original 
cost and the rate shall be based upon the 
probable life of the asset. Conformity to 
this policy is usually expressed by a state­
ment in the cost finding formula to the 
effect that the depreciation charge shall not 
exceed the amount which is allowable as 
a deduction in the Federal Income Tax 
return.
A few cost accounting systems proposed 
schedules of depreciation rates to be used 
by all members of an industry. Unless these 
rates are extremely low such a proposal 
might conceivably establish a price level 
which exceeds the costs of some members 
of the industry. Consequently, the Admin­
istration has generally objected to provi­
sions of this nature; it insists that each 
member of the industry should be per­
mitted the right to employ such deprecia­
tion rates as are warranted by its own ex­
perience and operating conditions.
T h e  V a l u a t i o n  o f  R a w  M a t e r ia l s
It appears that many large or strong 
establishments made heavy purchases of 
raw materials during the year 1933 in the 
anticipation of expected increases in the 
price levels. These concerns would, on a 
rising market, enjoy the competitive bene­
fits of a cost lower than those establish­
ments which follow a “hand-to-mouth” 
purchasing policy. The framers of a great
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majority of the proposed cost accounting 
methods felt that an advantage obtained 
in this manner was grossly unfair and that 
any reductions of the selling prices of fin­
ished products attributable to this situation 
would constitute “destructive price cut­
ting.” Consequently, these cost systems 
provided that the minimum basis for the 
valuation of raw materials embodied in 
the finished product shall be their current 
replacement costs.
The current replacement value basis was 
invoked also for the equalization of com­
petitive conditions between integrated and 
specialized establishments. A concern which 
carries on such activities as mining and 
fabricating would in all probability devel­
ope a lower cost for the raw materials of 
the manufacturing department than is paid 
by those who confine their operations solely 
to the second-named function. The “spe­
cialty” firms believed that this occurrence 
would confer an unfair advantage upon 
their integrated competitors. Consequently, 
they sponsored cost accounting provisions 
to the effect that the output of the mining 
department should be charged into the fab­
rication processes at not less than at cur­
rent replacement value.
At first, the Administration was not 
averse to the use of replacement values; 
it placed its stamp of approval upon sev­
eral cost methods which contained this pro­
vision. However, it became convinced that 
these proposals were objectionable in sev­
eral respects. First, there must be consid­
ered the fundamental rule that the price 
levels established by the approved methods 
should not exceed the cost for any manu­
facturer as established by the customary 
accounting procedures. Second, it was not 
within the province or scope of authority 
of the Administration to restrict such legi­
timate occurrences as wise buying policies 
or integration.
Consequently, the Administration in 
July, 1934, issued a policy memorandum 
to the effect that for the purpose of deter­
mining the cost below which sales may not 
be made, the materials shall be valued at 
current replacement costs or at their actual 
cost, whichever is the lower.
T h e  I n c l u s io n  o f  I n t e r e s t
One of the important chapters in the 
development of N. R. A. cost policies re­
lated to the inclusion of interest as an ele­
ment in the cost of manufacturing and 
marketing a product. A decision to elimi­
nate this item was made almost at the very 
outset of the program. It cannot be said 
that the inclusion of this item as a cost 
element is a feature of generally accepted 
accounting practice. Many textbook writers 
and practitioners recommend the use of in­
come sheets in which the cost of goods 
sold and the operating expenses (i.e., items 
directly attributable to manufacturing and 
selling activities) are separated from in­
terest and other non-operating deductions. 
There are other accountants who look at 
the accounting problem primarily from the 
viewpoint of management. To them, inter­
est falls into the same category as divi­
dends; it is a return on the funds which 
had been committeed to or invested in the 
enterprise.
N o r m a l  or A v er a g e  U t il iz a t io n  o f  
P l a n t  F a c il it ie s
One very important problem in the de­
termination of the lowest indivdual cost, 
below which sales may not be made, re­
lates to the volume of production and its 
effect upon unit costs.
The specific application of the issues 
raised by this problem may be best ex­
plained by illustrations drawn from ice 
manufacturing, an industry in which the 
effect of volume upon unit costs is very 
noticeable.
It is assumed that the Ice Code does 
not permit a manufacturer to sell below 
cost except for the purpose of meeting 
competition. This means, of course, that 
an ice producer may initiate a reduction in 
prices below the prevailing level only to 
an amount which is equal to or greater than 
his individual cost.
A competitive area within the Ice In­
dustry is served by three manufacturers, 
each of whom sells his entire output at his 
platform and exclusively to “peddlers.” 
The prices of these producers are identical, 
namely, $4.50 per ton. One member of the 
industry desires to increase his volume of 
business by reducing his selling price. He 
therefore sets about to ascertain his unit 
cost of production and marketing.
The demand for ice ebbs and flows with 
the changes in the seasons. The typical 
ice plant is forced to rely upon the reve­
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nues of the “peak” months for the funds 
to finance the operations of the winter sea­
son. The determination of unit costs is 
based therefore upon the expenses incurred 
and the number of tons manufactured or 
sold for a twelve-month accounting period.
Our manufacturer who wishes to lower 
the price level therefore sets about to find 
the unit cost of ice calculated at his cur­
rent expense or wage rates and based upon 
the most recently experienced annual vol­
ume. The total expense incurred in the 
prior year is assumed to be $90,000.00, in­
cluding depreciation and administration ex­
penses. However, current wage rates are 
slightly higher than the average scale in 
the prior year. An adjustment therefor 
discloses a total annual cost of $93,600.00. 
The sales for the prior period aggregated 
22,825 tons. The cost per ton, based on 
the prevailing wage and other factors and 
upon the volume of output most recently 
experienced, is $4.09.
However, this manufacturer realizes 
that a general reduction in the selling price 
of ice will, in all probability, increase the 
number of tons sold. A decrease from the 
present price of $4.50 to $4.00 could con­
ceivably augment the sales volume by five 
per cent. It is assumed that his concern 
would receive its share of the new busi­
ness; in other words, its sales, on an an­
nual basis would be increased from 22,825 
tons to 23,967 tons. The manufacturer esti­
mates that the additional business would 
require only an increased expense of $2 ,­
043.00. The total cost of manufacturing 
and selling 23,967 tons would be $95,868; 
the unit cost would be $4.00.
Our manufacturer may approach this 
problem from a third angle. He knows that 
no one of the three plants within the com­
petitive area operates at full capacity dur­
ing the hottest days of the year. The ice 
industry is, for the present, overbuilt. The 
depression and the growing popularity of 
mechanical refrigerators have made serious 
inroads in the business of ice manufactur­
ers. It is evident therefore that a goodly 
portion of the fixed and semi-variable 
costs are chargeable only to the volume 
which had been lost. Certainly, these ex­
penses cannot be loaded entirely upon the 
diminished current tonnage. In determin­
ing minimum selling prices, that is, the 
line of demarcation between legitimate 
competition and unfair price cutting, shall 
we force today’s customers to pay for yes­
terday’s mistakes? Shall we hasten or ac­
celerate the movement for the use of me­
chanical ice boxes by holding ice prices at 
high levels? Or shall we not recognize the 
fact that the loss attributable to the failure 
to attain the full normal capacity of the 
plant is no part of the cost of the ice ac­
tually produced?
Assuming that the expense attributable 
to unused facilities should be excluded, our 
manufacturer ascertains that the cost per 
ton is $3.50. This amount is determined by 
two calculations. First, there must be esti­
mated the number of tons that would be 
sold during the entire fiscal year if the 
plant operated at full capacity during the 
peak season with the proportionate adjust­
ment for the decline in the volume of busi­
ness done in the remaining months. Second, 
a determination of the total annual cost of 
producing this volume of output is neces­
sary.
Thus, we have three bases for the calcu­
lation of unit costs: at the actual volume of 
production, at the anticipated increased 
volume resulting from the price reduction, 
and at the maximum normal volume. The 
question now arises as to the method which 
should be specified in an approved formula 
for the determination of the cost below 
which sales may not be made. What is the 
position of the Administration in this 
matter ?
N. R. A. policy distinctly disapproves 
the use of actual current volume as the 
sole basis for the determination of mini­
mum selling prices. The conditions which 
brought about the low volume of the pres­
ent day cannot be overlooked. The Ad­
ministration insists that the rates used in 
applying the indirect expenses, such as fac­
tory overhead, and administrative and sell­
ing costs, be determined on the basis of 
the normal or average utilization of pro­
ductive facilities. In other words, no one 
may be guilty of “destructive price cut­
ting” if he excludes idle or unused facili­
ties in the determination of that cost below 
which he does not sell. Or, according to 
some approved cost methods, minimum 
selling prices, based upon an average vol­
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ume of production throughout the course 
of the business cycle are permitted.
C o n c l u s io n
The above discussion sets forth the pro­
cedures and policies of the N. R. A. in 
approving cost formulae which effectuate 
the typical no-selling-below-cost code pro­
vision. This treatment is by necessity 
limited; many minor requirements were 
omitted entirely. However, it is evident 
that the Administration’s policy, with re­
spect to the no-sales-below-cost Code pro­
vision includes the following basic prin­
ciples :
a. This provision is nothing more than 
a means of curbing destructive price cut­
ting. It ought not be invoked for any 
other purpose, such as the sanction for 
price-fixing agreements or for monopo­
listic practices.
b. Any member of an industry, under 
such provision, retains his right to re­
duce selling prices in order to gain a 
competitive advantage, provided that he 
does not go below his individual cost. 
The other members of that industry may, 
without regard to their individual costs, 
meet this competition by corresponding 
price reductions.
c. An approved cost-finding method 
shall not ordinarily compel a member of 
an industry to compute his individual 
cost at a level higher than the amounts 
which would be disclosed by the appli­
cation of generally accepted principles 
of accounting. For instance, no manu­
facturer should be forced to include any 
controversial cost element, such as in­
terest on the capital investment. Again, 
no producer can be compelled to employ 
excessive depreciation, overhead or 
spoilage rates.
d. In determining individual costs, no 
member shall be forced to charge all of 
his fixed and semi-variable costs to an 
abnormally low current volume of pro­
duction. Each manufacturer should be 
encouraged to employ the principle of 
normal utilization of productive facilities 
in ascertaining the unit costs of his 
products.
In closing, however, it is pointed out 
that current N. R. A . policy, as enunciated 
in Office Memorandum 228, does not favor 
the no-selling-below-cost provision as the 
device for curbing destructive price cut­
ting. The reasons which led to this decision 
and the effect of the restatement of policy 
upon Code making and Code Amendments 
will be set forth in an article to be pub­
lished in an early issue of T h e  C e r t i f i e d  
P u b l i c  A c c o u n t a n t .
Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E d ito r , W . T . S u n le y ,  C .P.A ., Educational Director 
International Accountants Society, Inc.
Solution to Problem 2 of May, 1934, Examination Service of The American 
Society of Certified Public Accountants, published on pages 557-558 of the Sep­
tember, 1934, issue.
As a logical procedure for solving this problem we may use the balance sheet 
of December 31, 1933, as a beginning, and work with the data supplied to build 
up the accounts to March 28, 1934. It is, of course, assumed that the amounts 
given for the transactions and in the balance sheet discovered in the files are 
correct and that there were no defalcations prior to January 1, 1934.
On this assumption, the total defalcation appears to consist of an amount 
secured by means of a forged check and an additional amount taken from current
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cash receipts, an attempt being made to cover the latter by means of false entries.
The procedure used in this solution consists of a series of journal entries, 
which “posted” to the December 31, 1933, balance-sheet figures gives the amounts 
for the two required statements. (Entries are not made for the cost of goods 
sold; the data being picked up directly from the statement of the problem.)
(1) Customers (Accts. Receivable) ................................  $587,617.48
Sales . . ..................................................................  $587,617.48
Sales for period, Jan. 1 to Mar. 28, 1934.
(2) Sales Allowances ........................................................  1,833.63
Customers (Accts. Receivable) ..........................  1,833.63
Allowances to customers.
(3) Fixtures ........................................................................  300.00
Cash ......................................................................  300.00
Purchase of furniture for cash.
(4) Depreciation ................................................................  190.16
Reserve for Depreciation....................................  190.16
Charging off depreciation on fixtures.
(5) Merchandise Purchases ............................................  361,526.42
Merchandise Creditors (Accts. Payable) ........  361,526.42
Purchases of merchandise on account.
(6 ) Expenses ......................................................................  186,583.68
Cash .............................................. ....................... 186,583.68
Expenses paid.
(7) Earned Surplus (Dividend) ....................................  5,000.00
Cash ......................................................................  4,000.00
Dividend P ay ab le ................................................  1,000.00
Recording declaration and partial payment of 
dividend.
(8 ) Defalcation Account ..................................................  4,383.42
Customers (Accts. Receivable) ........................  4,383.42
Charging Defalcation Account with credits to 
customers’ accounts in excess of amount shown 
as deposits on bank statements.
(9) Defalcation A ccount....................................................  7,500.00
Cash ....................................................................... 7,500.00
Forged check returned by bank.
(10) Cash ............................................................................  557,268.38
Customers (Accts. Receivable) ........................  557,268.38
Cash receipts from customers as follows:
Balance, 1 /1 /3 4 ..................................  $ 22,623.45
A d d—Sales (Entry 1 ) ......................  587,617.48
$610,240.93
L e ss :
Allowances (Entry 2 ). . $1,833.63
Credits (Entry 8 ) . . . .  4,383.42 6,217.05
$604,023.88
Less—Balance 3/28/34 ....................  46,755.50
Collections $557,268.38
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(11) Merchandise Creditors (Accts. Payable) ..............  352,268.76
Cash ....................................................................
Cash payments to creditors as follows:
Balance, 1/1/34 ................................  $ 11,472.61
A dd—Purchases (Entry 5) ............  361,526.42
$372,999.03
Less—Balance, 3/28/34 ....................  20,730.27
Payments .............................. .........  $352,268.76
BORGIA INDUSTRIES, INC. 
B a l a n c e  S h e e t
March 28, 1934
A ssets  
Current A ssets:
Cash
Accounts Receivable (Customers) ..........................  $ 9,883.43
Inventory (estimated cost) ........................................  46,755.50
Total Current Assets ..........................................  38,871.04
Defalcation Account:
Claim against Bank for Forged C heck......................  $ 7,500.00
Claim against Insurance Company for theft of funds 4,383.42
Fixed A ssets:
Fixtures ........................................................................  $ 7,756.26




Accounts Payable (Merchandise Creditors) ..........  $ 20,730.27
Dividend Payable ........................................................  1,000.00
Total L iabilities....................................................
N et W orth
Capital S to c k ................................................................  $ 50,000.00
Earned Surplus:
Balance, Jan. 1 ......................................  $12,729.95
Net Profit for period ..........................  32,318.85
$45,048.80
Less—Dividend declared ......................  5,000.00 40,048.80
Total Net Worth ..........................
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BORGIA INDUSTRIES, IN C  
P r o f it  a n d  Loss S t a t e m e n t  
for the period—Jan. 1, 1934 to March 28, 1934
Sales ......................................................................................  $587,617.48
Less—Allowances ................................................................  1,833.63
Net S a le s ................................................................... $585,783.85
Cost of Goods Sold:
Inventory, January 1 ..................................................  $ 44,035.78
Purchases ..................................................................... 361,526.42
$405,562.20
Less—Inventory, March 28 ......................................  38,871.04
Cost of Goods S o ld ..................................................  366,691.16
Gross Profit on S a le s ..........................................................  $219,092.69
Expenses:
Depreciation ................................................................  $ 190.16
Other E xpenses............................................................  186,583.68 186,773.84
Net Profit for p e rio d ..............................................  $ 32,318.85
T A L K I N G  S H O P
j A  D e p a r t m e n t  C o n d u c t e d  b y  L e w is  G l u i c k ,  C.P.A.
 
We had lunch with Otto Grundmann on 
September 20, and he told us we were 
slightly wrong in referring to John Flint 
as a Scotchman (see July page 435). Mr. 
Flint comes from Yorkshire, which is 
pretty close to Scotland, both geographi­
cally and in accent. Mr. Grundmann also 
told us that he uses the air route every 
time he can in preference to train, but 
finds the distances of landing fields from 
the cities most irksome. But if any C.P.A. 
has done more air traveling than this old- 
timer, we want to hear about it.
Verily there is no fool like an old grad. 
Last year we missed all football games; 
we’d planned to see a couple in late No­
vember, and then got caught in the butter 
business. So this year we decided to see 
an early game, and despite the downpour 
in the first half, we enjoyed the game, if 
not the score, in New Haven on October
5. A week later, with perfect crisp football
weather we heard scores over the radio. 
Hi-ho, such is life! But anyhow we won 
a small bet from our dentist who, like all 
the good members of his profession, is a 
graduate of Pennsylvania.
We recently looked over a new Mc­
Graw-Hill publication entitled B e tter  
B a n k i n g  by one Wm. Kniffen, presi­
dent of a bank in a small Long Island com­
munity. We quote from page 271, supply­
ing the italics ourself. “The objective of a 
true audit system is ‘First to keep the 
books in perfect balance’." There is no 
qualifying statement that the order in 
which the items appear does not indicate 
relative importance. Therefore, logically, 
the reader takes the order of appearance 
as the order of importance. And we sub­
mit that that order, which put the quoted 
item first, and “to prevent manipulation of 
the books” seventh, out of eleven, is a 
mighty curious bit of psychology, though
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no one is more insistent upon obtaining a 
correct balance than we are.
The Scripps Howard paper in New 
York recently carried the report that 
Princeton’s famous miler would follow in 
his father’s footsteps and become an ac­
countant. We wonder what the Detroit 
C.P.A. thought of the reference to his pro­
fession as a business. Well, if the young 
man can foot columns as fast as he can 
run, his success should be great.
The national business show held in New 
York during the week ended October 20 
was very literally “bigger and better than 
ever.” For several years the shows at the 
Grand Central Palace had been shrinking, 
but now in the new Port Authority Build­
ing, the exhibits were large and the crowds 
larger. The caveman typewriter seemed to 
be the hit of the show. But we spent most 
of our time at the remote control machine. 
It will perform operations which would 
tax a human brain; BUT, it takes brains 
to use it efficiently; and to tell it what to 
do.
TAXES
Homer seems to be a very popular name 
with C.P.A’s. In addition to Homer Pace 
and Homer Dunn, we now have Homer 
Tooley of California appearing for Gou­
verneur Morris, the novelist. (31 BTA 
No. 40.) How many of you are old 
enough to recall the furor which Morris 
made in 1912 with his story “All of the 
Evidence” ? It took three lawyers to help 
Wm. C. Cotteman, CPA, get a split verdict 
for Parker et al, 30 BTA 1231, which 
seems reasonable, for the report covers 21  
pages. An equally lengthy report is that 
in re the McLaughlins, 31 BTA 1326; the 
curious thing here is that the dissent is 
much longer than the opinion. We think 
the commissioner should lose on appeal. 
We wish all the news reports about in­
creased dividends indicating better times 
would tell the whole truth. Actually some 
concerns, notably the office appliance 
group, are doing good business. But be­
hind the scenes is the old threat, now being 
actively carried out, of penal taxes on ac­
cumulations of surplus, regardless of the
needs of the business or conservative 
finance. Say it with votes!
When we were about to depart from 
Washington, in August, Mr. Springer sug­
gested that we write up our experiences of 
the next fifteen days, as a matter of prob­
able interest to our readers. All right, Old- 
timer, here goes.
Up to August 31 we had never been up 
in an airplane. W e’d been up in the air 
many a time, in the figurative sense. But 
being actually off the ground was some­
thing which, for a variety of reasons, not 
relevant here, we had not accomplished. 
However, through the courtesy of Lt. Mc­
Quiston of the Bureau of Aeronautics, we 
were flown from Anacostia Field, Wash­
ington, to Floyd Bennett Field, Brooklyn. 
Ensign Carroll was the pilot, and we the 
sole passenger of the two-seater Navy ob­
servation plane.
People who have flown much tell us that 
having flown thus our first trip, any com­
mercial plane will seem luxurious. Cer­
tainly there are more comfortable means 
of traveling than in an open cockpit, 
strapped into a seat with a parachute for 
cushion. At the end of the two and one- 
half hour flight (which, incidentally, Car­
roll told us was three-quarters of an hour 
more than he had ever taken before, due 
to strong headwinds) our leg muscles 
were quite cramped, and we had a slight 
headache. But five minutes after we were 
out of the plane, we were relishing as good 
a lunch as the field afforded. It wasn’t 
much, but we were hungry enough to en­
joy it thoroughly.
Frankly we got quite a thrill, and also a 
chill, when we went up to seven thousand 
feet to get over a cloud bank; and the trip 
over the Jersey coast, in the bright sun­
shine at an altitude of about fifteen hun­
dred feet, was a pleasure we shall long 
remember. We don’t know what will hap­
pen if we take another flight under less 
ideal air conditions, but airsickness is not 
in our experience. Maybe it was due to 
the M gS04 the surgeon gave us the night 
before.
Arrived in Brooklyn it took us one and 
one-half hours to travel the remaining fif­
teen miles to our home. Anyone who ever
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expects air travel to become popular for 
any but the longest and most urgent jour­
neys will have to place landing fields more 
conveniently. What with the improved 
running time of the railroads, between 
Washington and New York, absolutely no 
time is gained by using commercial planes, 
and in bad weather much may be lost.
We had a few hours with our family, 
chiefly spent in unpacking our trunk and 
suitcase, and then repacking the latter, and 
another borrowed one with uniforms; a 
few hours’ sleep, early breakfast and re­
ported aboard the USS CHICAGO in the 
Brooklyn Navy Yard on time Saturday 
morning, the first of September. Shifted 
into uniform of the day, girded on the 
sword (no kidding) and made all the nec­
essary reporting calls. Then found that 
we were in for a ceremony. Captain H. E. 
Kays was turning over the command of 
the ship to Captain R. M. Fawell.
At lunch time we were introduced into 
the Admiral’s mess. And immediately 
thereafter our duties began. They were 
not particularly arduous but extremely in­
teresting. For several years there have 
been no ships available for cruising on this 
coast; and this was our first sea duty since 
1930; and the first ever in a ship of the 
ten-thousand-ton class. Also it was the 
first time that we had ever been on the 
staff of an Admiral, which billet had fallen 
to us most unexpectedly.
Obviously there is little that a reservist 
can do aboard a ship in two weeks except 
tag around with the officers to whom he is 
assigned for instruction. At best he keeps 
his eyes and ears wide open, and his mouth 
shut, asking questions when the time seems 
propitious. To Lieutenant Gilbert Myers 
and his assistants, Lt. (j.g.) Foster, and 
Ensigns Wilson, Miles and Lambert, we 
again extend our appreciation for the 
courteous manner in which they treated 
this landlubber. We learned a lot. Con­
cerning our duties we can say nothing, for 
this time they were in the communication 
department, and that is strictly confiden­
tial. But we haven’t had such a good time 
in years.
Not until we had been aboard for three 
days did Vice Admiral Lanning come 
aboard, from leave. He is a genial gentle­
man who is destined, according to many,
to become the commander-in-chief of the 
United States Fleet. This last is usually 
abbreviated to Cincus, pronounced sinkus. 
Laugh, darn you, laugh!
By Tuesday, September fourth, we were 
sufficiently acquainted with the ship to 
have Lt. Myers give us a nice big problem 
to work and report on. It kept us just 
busy enough to make the days pass pleas­
antly, without in anyway interfering with 
our attendance at the movies aboard every 
night, or any other diversions that might 
be offered. The ship’s company got quite 
a kick out of one movie, called One 
Night of Love. Not that it was so very 
good, but because the ship had it one 
night ahead of the so-called “World Pre­
miere” at Radio City; join the Navy and 
see the movies first. We also enjoyed 
Bachelor B ait; first time we ever saw 
Stuart Erwin.
When we first came aboard Lt. Myers 
asked us among other things what hobbies 
we had, outside of our profession. He is 
a philatelist. For a few minutes he had us 
puzzled. And then it suddenly dawned on 
us that our real hobby (avocation if you 
will) was the Navy. The reply puzzled 
him for a minute too, but then he and the 
rest of the mess agreed that it was a pretty 
good hobby. It certainly has been for us 
this calendar year. So this Shop is now 
going to open a hobby department. What 
do you collect, or do, or not do, for diver­
sion, with profit, if any, subordinate to 
pleasure? Tell us all; we won’t print your 
name if you don’t want us to.
As originally planned this cruise was 
going to be a sort of excursion, for the 
CHICAGO was scheduled to go to Miami, 
and we would have the opportunity of 
visiting our friends there. As it turned 
out, she developed a broken firemain and 
may be in the yard till late October. So 
since the Admiral had to participate in the 
war games, the HOUSTON, the cruiser 
in which the President went to Hawaii, 
was designated as his flagship, and on the 
eleventh of September we moved over to 
her. Take our word for it, moving a force 
commander is no easy job. A staff of fif­
teen officers and over sixty men, with a lot 
of special equipment, mostly communica­
tion, and baggage, is a lot of moving. Any- 
( Continued on page 6 8 6 )
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C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s
May, 1934
C o m m e r c i a l  L a w
CONDITIONAL SALES




c. Performance of the Condition
d. Person
2. The B. Co. sold to R., under a conditional bill of sale, an auto truck, to 
be paid for in a series of notes, title remaining in the seller, until the notes were 
paid. The conditional bill of sale was filed in the proper office in the county in 
which the truck was kept, and on the same day the bill of sale was assigned to 
T. R. did not get immediate possession of the truck, and when delivery was 
tendered, he sent it back to B. Co., who sold it to H., who lived in another county, 
where there was no incumbrance recorded against the truck. T. claims the truck 
by virtue of the assignment of the bill of sale to him by the B. Co. Is he entitled 
to the truck?
SALES
1. When there is a breach of warranty by the seller, what remedies has the 
buyer at his election?
2. A. sold a cargo of lumber on its way from the Philippine Islands to B., to 
be delivered as soon as it arrived, payment to be made on delivery. The day after 
the agreement, the ship carrying the lumber foundered in a storm. The entire 
cargo was lost. How did that affect the contract sale?
3. Define: (a) Divisible contract.
(b) Fungible Goods.
(c) Insolvency under the Sales Act.
(d) Deliverable State.
4. By oral agreement, A. contracts to sell and B. to buy certain goods, de­
scribed, but not identified. Subsequently, A. selects from his stock goods con­
forming to the contract, and, as was implied in the agreement, ships them by 
carrier consigned to B. Is the acceptance and receipt by the carrier sufficient to 
dispense with a written memorandum under the statute of frauds?
5. A. sold certain goods to B. and shipped them to B. with bill of lading in 
B’s name. This bill he mailed to B. Subsequently, A. discovered that B. was 
insolvent,, and ordered the carrier to withhold delivery of the goods on that ac­
count. Thereafter, B. presented the bill of lading, which had previously been 
endorsed in blank, and demanded possession. On learning of the stop order, he
The Service of Examination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing, Commercial Law and Economics 
and Public Finance as could be used by any State Board for a four-hour examination period, 
and twice as many problems in Practical Accounting as would be required for two examina­
tion periods of four to five hours each. A  Board using the service makes its own selections 
and adds any special questions or problems which it desires. The questions in Com­
mercial Law follow.
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said that he was not getting the goods for himself, but was acting as agent of 
C. to whom he had previously sold them. Assuming this statement to be true, is
B. entitled to possession?
PA RTN ERSH IP
1. An insolvent partnership agreed with creditors that the business should be 
continued under the supervision of a managing committee, designated by the 
creditors, until their claims were fully paid off out of profits. Are the creditors 
who are parties to this agreement liable as partners to the new creditors of the 
continued business?
2. A partnership agreement provided that the profits and losses should be 
borne equally by the four partners who comprised the partnership. It further 
“provided, however, that the said M. one of the partners, shall in no event be put 
to a loss of more than $1,250.00, and the balance shall be made up and paid to 
him, in case of greater loss, by the other parties." M. having advanced all the 
funds used by the partnership to the amount of $4,770.00 and the business having 
proved a total failure, sued his former partners for $3,520.00 on the above agree­
ment. Should he recover and if so, what should his judgment be?
3. Answer True or False.
(a) The receipt by a person of a share of the profits of a business is in 
itself sufficient to establish the relationship of a partner.
(b) A partnership is an association of two or more persons to carry on as 
co-owners a business for profit.
(c) Any estate in real property may be acquired in the partnership name, in­
cluding estate for life.
(d) Every partner is an agent of the partnership for the purpose of its 
business, and the act of a partner assigning the partnership property in trust for 
creditors or on the assignee’s promise to pay the debts of the partnership is 
binding on the partnership.
(e) Any difference arising as to ordinary matters connected with the partner­
ship business must be decided by the unanimous action of the partners.
(f) A partner’s right in specific partnership property is not subject to dower, 
courtesy, or allowances to widows, heirs, or next of kin.
(g )  A partner’s right in specific partnership property is subject matter of 
assignments.
(h) A person can become a member of a partnership with the consent of a 
majority of the partners.
(i) A limited partner’s interest in the partnership may be assigned and his 
assignee is admitted to all the rights of a limited partner.
( j)  The contributions of a limited partner may be cash, property or services.
4. A. and B. dissolved their partnership January 1, 1920. Among their unpaid 
obligations was a note for $1,000.00 held by C. In 1925 A., without the knowl­
edge of B, gave C. a new note for the original sum due on the old note and 
accrued interest. At that time, the statute of limitations had nearly run, only one 
month lacking of the statutory six-year period. In 1927 C. sued A. and B. on 
the renewal note. Is B. liable on the new or old note?
NEGOTIABLE INSTRUM ENTS
1. Do the following provisions affect the negotiability of an instrument, 
otherwise negotiable. (Answer yes or no.)
(a) Payments to be made by stated installments with interest.
(b) The instrument contains an indication of a particular fund out of which 
reimbursement is to be made, or a particular account to be debited with the 
amount.
(c) The instrument is payable on demand after the 21st Amendment is 
ratified.
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(d) The instrument is undated and bears a seal.
(e) A stipulation on the back of a note that it was secured by a mortgage, 
and that the payee agreed to look to mortgage security for its payment.
(f) A statement on the face of a note that it was given for rent of a specified 
house as per contract of even date herewith, and that it was void if the property 
was destroyed before maturity.
(g) A promise to pay to A’s order on demand; in case of A’s death the prin­
cipal to be kept as a fund for a church society, interest to go to B. and in case 
of B’s death to the society.
2. A., a banker in New York, issued a bill of exchange to the order of X., 
on B, a banker in Boston. B. refused to accept the bill and it was protested for 
non-acceptance. C. with the consent of X. accepted the bill supra protest for 
the honor of A. To whom is C. liable and what is his liability?
3. (a) Define restrictive endorsement.
(b) Give an example of restrictive endorsement.
(c) What are the rights of an endorsee under restrictive endorsement?
4. M. drew a check on the D. Bank, payable to the order of P. Co. A., an 
agent of the P. Co. had authority to endorse the P. Co’s name on commercial 
paper. A. indorsed the check in question to B. in payment of his own debt to B. 
On learning of the facts, the P. Co. sued B. for the amount of the check, B. hav­
ing collected from the drawee bank. May the P. Co. recover?
5. M’s note was dishonored while C. was holder thereof. A prior indorser,
B., paid C. SO per cent of the amount called for by the note. C. sued M. for the 
full amount. May he recover?
CORPORATIONS
1. (a) Define cumulative voting.
(b) Who may vote stock pledged as collateral?
2. On March 1, 1933, a receiver was appointed for the X corporation in 
pursuance with the provision of the General Corporation Act. On that date the 
corporation had $2,500.00 on deposit with the Y Trust Co. and was indebted to 
the bank in the sum of $5,000.00 on a note due April 5, 1933. The trust company 
applied the funds on deposit against the X corporation note. The receiver there­
upon brought suit alleging that since the note had not matured the attempted set­
off was a preference, and therefore improper. Should he succeed?
3. (a) A. has acquired all the stock of the B. Corporation. He made a con­
tract with C in the name of the corporation. Now C seeks to hold him personally 
liable upon the contract. Can he do so?
(b) Could X, a creditor of A., levy on the assets of the B. Company?
AGENCY
1. (a) Give the general rule relating to the power of an agent to delegate his 
authority to another.
(b) How does the death of the principal affect an agency?
(c) What is the legal effect of an infant (1) creating an agency? (2 )Acting 
as an agent ?
2. A., as principal, purchased a bill of goods from B. for $1,000,000. He did 
not pay. B. then discovered that A. was in reality, in making the purchase, the 
agent of C. B. sued A., recovered judgment for $1,000.00, issued execution and 
had a levy made on A’s real estate. The sheriff’s sale realized $500.00 which B. 
received from the sheriff. B. thereupon sued C. for the balance due him. Should 
he recover?
3. A., the owner of property, appoints B. as his agent to collect the rents of 
a certain building. A. thereafter dies. One of the tenants without notice of A’s 
death continues to pay the rent to B. B. thereafter absconds. Can A’s adminis­
trator recover from the tenant the amount of rent paid to B ?
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CONTRACTS
1. A. occupied the position of police officer in Atlantic City. He possessed 
knowledge concerning the theft of certain jewelry from the possession of B., who 
had advertised a reward for the recovery of the property. In this situation he 
claims to have entered into a verbal contract with B. whereby she agreed to pay 
him $500.00 if he could procure for her the names of the thieves. As a result of 
his mediation with the police authorities, the jewelry was recovered. Should he 
recover ?
2. A., an individual, trading under the name of the Crescent Coal Company, 
contracted for the purchase of coal through B’s agents. Three days after the 
contract was made A. was asked for a statement as to “where the company was 
incorporated, a list of its officers and directors, and the amount of capital paid in” 
and B. on being informed that A. was not incorporated, replied that its under­
standing was that A. was a corporation, with a paid-in capital and legal existence, 
and declined to extend or ship the coal. A. sues B. on the contract. Who wins?
3. On November 1st, A. wrote B. offering him ten tons of coal at $15.00 per 
ton, the offer to be accepted by return mail. On November 2nd, B. answering by 
return mail, offered to pay $14.00 per ton. On November 3rd, A. wrote a second 
letter to B. identical to his letter of November 1st. On the same day B. accepted 
A’s original offer. The letters crossed in the mail. Was there a contract between 
the parties on November 4th?
4. A. owes B. $1,000.00 and is about to go into voluntary bankruptcy, and so 
informs B. The creditor, B, offers to take 50 per cent of the amount owing 
him, if A. will refrain from going into bankruptcy. A. refrains, and pays B. 50 
per cent and gets a release. Thereafter B. sues to recover the balance. What 
decision?
5. Define:




6 . While A. was a minor, he contracted with B. to work with him, for certain 
wages, and to be instructed in a trade, till the age of 2 1 ; if the parties should so 
long agree. Under this agreement, he worked for B. sometime; and then left 
him. B. refused to pay A. the stipulated wages, and after A. became of full age, 
he brought suit. B. contends that since A. was under age when the contract was 
entered into, it was void and therefore there can be no recovery. Decide.
7. D’s son was indebted to M. who desired additional security. D. thereupon 
applied to P. to become surety for the son, and promised to reimburse him if 
he was compelled to pay the debt. Accordingly, P. became surety, and after­
wards was obliged to pay the debt. In an action by P. against D. who should 
prevail ?
8 . B. contracts with A. to construct for him a dwelling for $7,500.00 which 
is a very reasonable figure. The next day B. has a stroke of paralysis. Is B. 
excused from performance?
W ILLS
1. A. executed his will in 1925 in due form leaving all his property to B. In 
1929, A. looked for his will and failing to locate it, had a draft of another similar 
will drawn, which was never properly executed. In 1931, A. died, B. now at­
tempts to probate the original will of 1925 as a lost will, offering to prove its 
contents by the production of a carbon copy. Should it be admitted to probate ?
2. A., a storekeeper, died intestate, leaving a widow. She took charge over 
his personal property and effects. X, a creditor, sues the widow as executrix de 
son tort. She alleges in her answer that, she sold the property for $1,000.00 and
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paid out $450.00 for funeral expenses, $500.00 for medical expenses and $50.00 
to a judgment creditor, the judgment having been obtained during the lifetime of 
the intestate. What is the extent of the widow’s liability? (a) Define an execu­
trix de son tort.
GUARANTEE AND SURETYSHIP
1. W. was the maker of a note to B. The latter, without notifying W., for 
a consideration procured a guaranty of the note from A. The note remaining 
unpaid, B. applies to A., who paid the note. A. then sued W. for reimbursement. 
Should he succeed?
2. (a) Define and explain guaranty of collection.
(b) State four methods whereby a guarantor may be discharged from 
liability.
BANKRUPTCY
1. B. was trustee under the will of K. and had misappropriated some stocks 
belonging to K ’s estate. S. was surety on B's bond as trustee, and on learning of 
the misappropriation, insisted on B’s replacing the stock, which B. did. B. became 
a bankrupt within four months and his trustee in bankruptcy now seeks to recover 
the stocks or their value from X, who succeeded B. as trustee of K’s estate and 
who still has some of the stocks in his possession as part of that estate. Can B’s 
trustee in bankruptcy recover from X?
2. What are the duties of a trustee in bankruptcy?
3. (a) Who may oppose the discharge of the bankrupt?
(b) What is the procedure?
(c) What are four grounds of opposition?
INCOME TAX
1. A. in 1933 exchanged real estate which he had purchased in 1921 for 
$5,000.00 for other real estate having a fair market value of $6,000.00 and $2,­
000.00 in cash. What is A’s taxable gain for the year 1933?
2. In 1932, the M. corporation sold a piece of real estate to B. for $20,000.00 
The company acquired the property in 1915 at a cost of $10,000.00. During 1932 
the company received $5,000.00 cash and the vendee’s notes for the remainder of 
the selling price or $15,000.00, payable in subsequent years. Before the vendee 
made any further payments the company sold the notes for $13,000.00 in cash. 
What taxable income did the company derive from the sale of the notes? Show 
and explain calculations to substantiate your result.
3. State and explain the various situations arising from the sale and retire­
ment by a corporation of its bonds.
Attorney and Accountant
( Continued from  page 670)
by the State Bar. Association, and frequent 
meetings arranged between your committee 
and representatives of the various coun­
ties and State associations.
I hope you will realize that I am giving 
you these thoughts in almost a random 
fashion, and that they have not been fully 
planned nor followed through with de­
liberation ; but I also hope that there is in 
them a seed for development and that next 
time you call upon me to discuss the 
matter with you you will give me a little 
more time than you did on this occasion.
Talking Shop
( Continued from  page 681)
how, it was done, quite well, and that was 
that.
However, due to the shift, etc., the 
Miami visit was cut o u t; and as we were 
not authorized to go to Texas, and could 
not have afforded the time if we had been, 
we were beached at Hampton Roads on 
the fourteenth. Lieut. R. S. McIver,
C.P.A. of Philadelphia, took our place as 
reserve communication officer. We trust 
he had a pleasant cruise to Houston.
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S T A T E  S O C I E T Y  N E W S
CALIFORNIA 
At the September meeting of the Los 
Angeles Chapter of the California State 
Society, Thomas D. Lindholtz of the 
American Appraisal Company and Melvin
D. Wilson, past president of the California 
State Society, discussed T. D. No. 4422.
At the October meeting J. B. Scholefield, 
vice-president of the Chapter, James K. 
Gregory and Walter B. Gibson addressed 
the members on the subject “Where Do 
We Go From Here?”
COLORADO 
The following officers were elected at 
the annual meeting of the Colorado Society 
of Certified Public Accountants on Sep­
tember 25, 1934: President, Harry W. Nel­
son; Vice-President, Wm. B. Paul; Sec­
retary-Treasurer, Stanley V. Davies; As­
sistant Secretary-Treasurer, Thomas E. 
Stanley; Directors, Allen Redeker, Arthur 
L. Baldwin, M. B. Kincheloe and Charles 
Kentor.
INDIANA 
John S. Lloyd, C.P.A., of Indianapolis 
has been elected Secretary of the Indiana 
Association of Certified Public Account­
ants to fill the vacancy created by the death 
of Horatio A. Roney.
M INNESOTA 
An informal meeting of the Minnesota 
Society of Certified Public Accountants 
was held at Midland Hills Golf Club on 
September 25, 1934.
The meeting was conducted in the man­
ner of an open forum and during the 
evening the following topics were pre­
sented, discussion following each presenta­
tion: “Court Testimony of Certified Pub­
lic Accountants,” by Albert E. Larson; 
“Accountancy Legislation for the Future,” 
by Lyle W. H ines; “Competitive Bidding,” 
by J. A. Boulay; “Accounting for De­
preciable Assets under the 1934 Revenue
Act,” by Albert G. Aschenbeck.
A committee of three was appointed to 
study the situation regarding competitive 
bidding.
MICHIGAN 
A meeting of the Michigan Association 
of Certified Public Accountants was held 
on Thursday evening, September 13, 1934, 
at the Detroit Yacht Club.
A round table discussion on Treasury 
decisions relating to depreciation, with 
particular reference to T. D. 4422, was led 
by James W. Bartrop and Harry L. Mur­
phy.
M ISSOURI 
A special dinner meeting of the St. 
Louis Chapter of the Missouri Society was 
held at the Mayfair Hotel on the evening 
of October 11, 1934, when George P. 
Ellis, past-president of The American 
Society, was honor guest. Mr. Ellis dis­
cussed “Accounting and Governmental 
Problems Centering Around N.R.A.”
MASSACHUSETTS 
A dinner meeting of the Massachusetts 
Society of Certified Public Accountants, 
Inc., was held in the auditorium of the 
Boston City Club on Monday evening, 
October 22, 1934, with 350 members and 
guests present.
Arthur H. Dean, of the law firm of 
Sullivan & Cromwell, New York City, was 
the speaker of the evening and addressed 
the meeting most interestingly on the Se­
curities Act and the Securities Exchange 
Act.
NORTH CAROLINA 
The fifteenth annual meeting of the 
North Carolina Association of C.P.A’s 
was held at Sir Walter Hotel, Raleigh, on 
October 25, 26 and 27, 1934.
There was a dinner on Thursday evening 
in honor of past presidents of the Associa­
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tion. On Friday morning Hon. A. J. 
Maxwell, Commissioner of Revenue, de­
livered an address on “Administration of 
the Tax Laws of the State of North 
Carolina.” George G. Scott, member of 
the Association, conducted an educational 
tour of the State Revenue Department.
In the afternoon there were addresses by 
John L. Carey, Secretary of the American 
Institute, O. N. Hutchinson, Vice-Presi­
dent of The American Society, and Hon. 
I .M. Bailey, President of the North Caro­
lina State Bar.
In the evening Frederick Moore was 
toastmaster at the annual dinner, which 
was followed by dancing.
A business session was held on Satur­
day morning and in the afternoon golf 
was enjoyed at the Carolina Country Club.
Special entertainment was provided for 
the ladies.
Officers and directors elected for the 
coming year were: President, Thos. P. 
Zum Brunnen of Salisbury; Vice-Presi­
dent, George R. Poole, of Raleigh; Sec­
retary, Frank P. Buck of Salisbury; 
Treasurer, Leslie A. Heath of Charlotte; 
Directors, George N. Perrin of Greens­
boro ; C. F. Delamar of Durham; E. E. 
Peacock of Chapel Hill and Wm. M. Russ 
of Raleigh.
OREGON 
A regular meeting of the Oregon State 
Society of Certified Public Accountants 
was held on Wednesday evening, October
10, 1934, at the Old Heathman Hotel, 
Portland.
C. C. Chapman, Editor of the Oregon 
Voter, was the principal speaker and had 
as his subject “The Trend of the Times.” 
Rudolph Erickson gave a review of out­
standing articles which have appeared in 
recent national accounting publications.
PENNSYLVANIA 
The Philadelphia Chapter of the Penn­
sylvania Institute of Certified Public Ac­
countants held their monthly meeting at 
the Aronimink Golf Club, Newtown 
Square, Pennsylvania, on Wednesday, 
September 12, 1934.
Addison R. Brown won the Low Gross 
golf prize with a score of eighty-one. The
Low Net golf prize was won by J. N. 
Aitken and the Kickers handicap prizes 
were awarded to C. P. Gamber and Wil­
liam Reuben Lefferts.
The guest speaker was Maurice E. Pel­
oubet, Chairman of the Board of Exam­
iners of the American Institute of Ac­
countants and past president of the New 
Jersey Society of Certified Public Ac­
countants. His subject was “Changes in 
the administration of the provisions of 
the Revenue Acts relating to deductions 
for depreciation and obsolescence with par­
ticular reference to Treasury decision 
4422.”
The meeting was well attended by mem­
bers of the Chapter, and judging by the 
number of questions that were directed to 
the guest speaker it appeared that the audi­
ence was very much interested in the sub­
ject. Mr. Peloubet not only described the 
law relating to deductions for depreciation 
and obsolescence, but furnished the mem­
bers present with some very useful advice 
on the subject.
The members of the Philadelphia Chap­
ter of the Pennsylvania Institute turned 
out in large numbers to hear Mr. George 
P. Ellis, of Chicago, Illinois, past president 
of The American Society of Certified Pub­
lic Accountants, speak on “Accounting And 
Governmental Problems Centering Around 
N. R. A.”
A spirited discussion resulted, and very 
much useful information was obtained 
from Mr. Ellis’s talk.
The meeting was held on Monday, Oc­
tober 22, at the Manufacturers and Bank­
ers Club, Broad and Walnut Streets, 
Philadelphia.
During the morning and afternoon of 
the same day the Council of the Penn­
sylvania Institute of Certified Public Ac­
countants held meetings. Louis H. Renn, 
Executive Assistant to the President, New 
York Society of Certified Public Accoun­
tants, spent the afternoon as the guest of 
Council. He spoke very interestingly on 
the subject of Public Relations.
A number of the members of Council 
remained for the evening meeting of the 
Philadelphia Chapter.
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TEXAS
The nineteenth annual convention of the 
Texas Society of Certified Public Account­
ants was held at the Adolphus Hotel, Dal­
las, on Friday and Saturday, October 12 
and 13, 1934.
On Friday morning Archie M. Smith, 
C.P.A., of New Orleans, member of the 
Council of the American Institute, spoke 
on “The National Securities Act and the 
Accountancy Profession," and short talks 
were made by Lawrence William Robson, 
F.C.A., of London, England, and Messrs. 
Henry J. Miller of New Orleans and 
James A. Councilor of Washington, D. C., 
past-presidents of The American Society 
of Certified Public Accountants. William 
Aikman, C.P.A. of San Antonio, presented 
a paper on “Current Economic Trends.”
At noon the Accountants Wives’ Club 
of Dallas were hostesses at luncheon to 
visiting ladies at the Dallas Country Club.
In the afternoon Professor Laurence H. 
Fleck of Southern Methodist University, 
presented a paper on “Working Capital 
Loans,” and Hon. Charles M. Trammell, 
Member of the U. S. Board of Tax Ap­
peals, addressed the meeting on “Practice 
by Certified Public Accountants Before the 
Board of Tax Appeals.” Frank L. Wil­
cox, chairman of the State Board of Ac­
countancy, reported on activities of the 
Board.
In the evening there was an informal 
dinner, with special entertainment, fol­
lowed by dancing.
On Saturday morning George P. Ellis, 
immediate past-president of The American 
Society, spoke on “The Relation of the 
Federal Government to the Independent 
Accountancy Practitioner.”
Reports of officers and committees were 
presented and the following officers were 
elected: President, T. W. Leland, of Col­
lege Station; Vice-President, E. R. Bur­
nett of Dallas; Secretary-Treasurer, C. F. 
Milledge of Houston; Directors, N. O. 
Richardson of Beaumont, F. E. Pflughaupt 
of San Antonio, J. G. Bixler of El Paso,
H. A. Pickens of Fort Worth, John B. 
Allred of Wichita Falls, Frank L. Wilcox 
of Waco, and D. R. Bonner of Dallas.
In the afternoon golf, races at the State 
Fair and the University of Texas vs. Uni­
versity of Oklahoma Football Game fur­
nished ample entertainment to choose from.
VIRGINIA
The annual meeting of the Virginia So­
ciety of Public Accountants was held on 
Friday and Saturday, September 7 and 8 , 
1934, at the Cavalier Hotel, Virginia 
Beach, with an attendance of approxi­
mately fifty members.
The Virginia Society was organized on 
September 25, 1909, and the Virginia 
Beach meeting marked its twenty-fifth an­
niversary.
Business meetings were held morning 
and afternoon on both days, L. E. Watson, 
C.P.A., of Norfolk, presiding. Friday 
morning an interesting address was deliv­
ered by Durand W. Springer, Secretary 
of The American Society; Friday after­
noon the body was addressed by Maurice
E. Peloubet, Chairman of the Board of 
Examiners of the American Institute. Fri­
day night the members and guests in 
attendance enjoyed the privileges of the 
Cavalier Beach Club.
Saturday morning featured an address, 
“Some Aspects of Accounting under the 
New Deal,” by Dr. Raymond B. Pinch­
beck, Dean of the College of Men, Uni­
versity of Richmond. Saturday night the 
annual banquet was held in the main ball­
room of the hotel, after which the priv­
ileges of the Cavalier Beach Club were 
again enjoyed.
George R. Geddy, C.P.A., of Richmond, 
was elected President, Alfred N. Hilton, 
C.P.A., of Norfolk, was elected Vice Pres­
ident, and Hugh L. Dickerson, C.P.A., of 
Richmond, was elected Secretary-Treas­
urer for the ensuing year. L. D. LedBet­
ter, C.P.A., of Norfolk, was chairman of 
the committee on arrangements for the 
meeting.
TH OSE CONFERENCES 
First Business Man—“Was the confer­
ence a success ? What did you decide ?” 
Second Business Man—“It was great. 
We decided to have another conference 
next week.”
Prosperity is the child of confidence just 
as surely as uncertainty and fear are the 
parents of depression.—Investors Journal, 
N. Z.
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State Board News
ARIZONA 
Claud F. Harman, C.P.A., of Prescott, 
has been appointed as a member of the 
Arizona State Board of Accountancy to 
succeed R. G. Darrow, C.P.A., of Tucson, 
whose term had expired. The Board as 
reorganized consists o f : President, R. L. 
Jones; Secretary, Arthur C. Rogers; 
Treasurer, Fred G. Lambert; Members, 
Kenneth W. Davidson and Claud F. Har­
man.
ILLINOIS 
Homer L. Miller, C.P.A., of Chicago, 
has been appointed as a member of the 
Illinois Board of Examiners in Ac­
countancy to succeed Lewis E. Ashman, 
whose term had expired. The Board has 
organized with Edward B. McGuinn, 
Chairman; Homer L. Miller, Secretary; 
and Edwin C. Austin, Law Member.
LOUISIANA 
Following the appointment of three new 
members, the State Board of Certified 
Public Accountants of Louisiana has or­
ganized as follows: President, Emile Bien­
venu; Secretary, Edward J. deVerges; 
Treasurer, Edward S. Rittler; Members, 
Ralph B. Eglin and Lucien J. Moret.
MARYLAND 
Robert L. Reamy, C.P.A., of Baltimore, 
has been appointed to membership on the 
Maryland Board of Examiners of Public 
Accountants to fill the unexpired term of
H. Ashlin Dykes, resigned.
MASSACHUSETTS 
John J. Finton, C.P.A., of Springfield, 
has been named to succeed James J. Fox, 
C.P.A., of Boston, as a member of the 
Board of Registration of Certified Public 
Accountants.
M ISSISSIPPI 
Robert H. Crook, C.P.A., of Meridian, 
Roy P. Collins and Dick D. Quin, C.P.A’s 
of Jackson, have been appointed as mem­
bers of the State Board of Accountancy. 
The Board has organized with Mr. Crook 
as Chairman, Mr. Collins as Vice-chairman 
and Mr. Quin as Secretary.
VIRGINIA
A. Vernon Sheffield, C.P.A., of Norfolk, 
and J. A. Leach, Jr., C.P.A., of Rich­
mond, were recently appointed to the Vir­
ginia State Board of Accountancy to suc­
ceed A. Lee Rawlings, C.P.A., of Nor­
folk, and Chesley S. Goldston, C.P.A. of 
Richmond, whose terms had expired. The 
Board has organized as follows: Chairman, 
W. L. Elkins; Secretary-Treasurer, J. A. 
Leach, J r . ; Members, A. V. Sheffield, Dr. 
Wm. L. Prince and Attorney John Galle­
her.
REPORT OF COMMITTEE ON CO­
OPERATION W ITH  CREDIT 
GROUPS
During the past year your committee 
has carried on its program of co-opera­
tion with the credit grantors under two 
general headings:
A. Bankers in general, with special em­
phasis on the Robert Morris Associates 
which organization has given us such 
splendid co-operation for many years.
B. National Association of Credit Men, 
The Textile Group, Uptown Credit Men 
New York, Downtown Credit Men New 
York, and many similar agencies and asso­
ciations in the merchandising field.
Your committee members working with 
the bankers directed their efforts mainly 
through the following channels:
1. Joint meetings between local chap­
ters of Robert Morris Associates and the 
respective State societies of Certified Pub­
lic Accountants.
2. By encouraging the various State 
societies to address personal letters to the 
loaning officers of all banks within a rea­
sonable radius. These letters were drafted 
in co-operation with the respective local 
chapters of Robert Morris Associates, and 
of course bore their approval.
3. Newspaper publicity of this coopera­
tive program.
4. Encouraging the National office of 
R. M. A. to communicate directly with 
the accounting firm who may have issued 
an audit report which in their opinion was 
unsatisfactory. By this method, those ac­
countants not familiar with all of the 
requirements of credit granting may
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strengthen their subsequent reports.
The procedure in handling cases of this 
kind at one office of the associates is as 
follows:
1. Receipt of criticism from member.
2. Accountant written to citing case but 
not identifying critic.
3. Through personal contact with Certi­
fied Public Accountants, encouraging them 
to become better acquainted with the loan­
ing officers and credit departments of the 
banks from whom their clients make loans.
4. Report to member of accountant’s 
explanation.
5. If member is satisfied with above, 
then the case is closed. A record is made 
for future reference in case an inquiry on 
the same accountant comes from some 
other member.
This work is “member work” done by 
the office. It is member work because the 
office does not see reports and can act 
only upon member complaint. The work 
by the office can be important in this field 
only if the members report faulty audits 
or commendatory experience.
Through our contact with the various 
credit groups in the merchandising field, it 
has been our plan to encourage these credit 
men to rely upon the Certified Public Ac­
countant’s report in the same spirit of con­
fidence as the bankers have displayed.
Recommendations fo r  1934-35 Season
1. In making new appointments to this 
committee, an attempt should be made to 
coordinate our work with the respective 
State societies by selecting a member who 
is already functioning in a similar capa­
city on the State society’s committee. A 
similar attempt should be made with the 
American Institute’s committee on co­
operation with bankers, so as to avoid the 
display of a lack of coordinated effort 
within our professional ranks.
2. Certified Public Accountants should 
be encouraged to write articles on the sub­
ject of credit granting, statement analysis 
and other related credit subjects. Bankers 
and credit men’s magazines will welcome 
such articles.
3. The further enlargement of our com­
mittee to probably fifty members.
4. A special attempt should be made to 
persuade Commercial Paper brokers to in­
sist upon certified audit report from every 
customer offering his notes for sale. Our 
committee should include a separate group 
of appointees in the metropolitan cities 
charged with this duty.
Following is a separate condensed re­
port of the activities in the various cities 
where our committee members have been 
functioning during the past year.
Baltimore. Three years ago the bankers 
and accountants of Baltimore started a 
program of co-operation which has pro­
duced splendid results ever since. This 
year the Robert Morris Associates and 
the Maryland Association of Certified 
Public Accountants each appointed five 
members to a joint committee of co-opera­
tion. The phases covered in this year’s 
work are:
1 . Sending of letters to bank officers 
urging that all applications for commer­
cial loans be supported by certified audits.
2. Exchange of speakers between the 
two groups at their respective meetings.
3. Providing a method by which com­
plaints against bankers and accountants 
may be filed and acted upon for their 
mutual benefit.
4. Establishment of the “three way” 
conferences between banker, borrower and 
accountant so that the borrower may fully 
understand the requirement placed upon 
the accountant. When this relationship has 
been thoroughly established, the question 
of limited fees should be largely disposed 
of.
This committee, under the chairmanship 
of Ernest E. Wooden held monthly meet­
ings which tends to keep an active interest 
at all times.
N orfolk. A. Lee Rawlings reports that 
the Virginia Society established a Norfolk 
chapter and that this will be a great aid in 
co-operation with the bankers. The Robert 
Morris Associates do not have a chapter 
here but splendid support has been ren­
dered by individual members.
Pittsburgh. Although the Pittsburgh 
chapter of Robert Morris Associates had 
no specific committee of co-operation with 
the certified public accountants, this did 
not deter their individual members from 
entering into an active program of co­
operation with the accountants. Frank
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Wilbur Main reports that John Lucas of 
the Peoples-Pittsburgh Trust Company 
was a guest speaker at one of the meet­
ings of the Pittsburgh chapter of the 
Pennsylvania Institute of Certified Public 
Accountants.
W illiamsport, Pa. Mr. Geiger, Robert 
Morris Associates member and officer of 
the Lyconing Trust Company, is working 
with L. Clifford Myers of our committee 
to develop the desired team work in this 
city between the accountants and the 
bankers.
Los Angeles. Not to be outdone by its 
sister metropolis, Los Angeles, under the 
able guidance of Ralph Cole, reports that 
their co-operative program, now in its 
third year, has become a definite part of 
the business life of both banker and ac­
countant.
Mr. Cole reports a growing tendency on 
the part of banks to inquire whether or 
not Certified Public Accountants who are 
prospects for engagements with their cus­
tomers, are or are not members of their 
State or national society.
The Los Angeles chapter of the Cali­
fornia Society of Certified Public Ac­
countants has developed splendid working 
relations with the Los Angeles chapter of 
the National Association of Credit Men.
Milwaukee. Carl E. Dietze has had a 
busy year in Milwaukee, but he has found 
time to develop cordial relations between 
the accountants of his city and a commit­
tee of the American Institute of Banking, 
as well as the committee of the National 
Association of Credit Men. Joint meetings 
with both of these groups will be held 
during the early fall.
W ashington, D. C. James Councilor, 
our member in the Capital City, has been 
doing some splendid work in developing 
that spirit of friendliness between our pro­
fession and the loaning officers of the 
banks of his city.
Philadelphia. The Philadelphia chapter 
of Robert Morris Associates invited the 
committee of accountants co-operating 
with them to a dinner meeting on February 
thirteenth at which time thirteen pre-de­
termined questions on procedure were sub­
mitted to the accountant for reply. These 
questions covered the following subjects:
1. Inventory pricing and qualifications.
2. Bankers desire for information on 
unit volume where business is of type to 
make this possible.
3. Correct treatment of bond issues.
4. Code provisions under which the ac­
countant’s client must operate.
5. Basis of arriving at Fixed Asset 
values and importance of appraisal reports 
in Accountants’ reports.
6 . Bankers would appreciate having the 
nine R. M. A. significant ratios incorpor­
ated in the comments.
7. How far does the accountant go in 
determining contingent liabilities?
8 . Importance of long-term leases, rent 
concessions, etc.
9. What factors should be known to de­
termine the amount of working capital re­
quired by a business ?
10. Is the gross profit method the only 
known means of detecting an inflated in­
ventory? If not, what other means can be 
used?
11. Should appreciation of Inventory be 
shown as a separate item in the Profit and 
Loss Statement?
12. Foreign Accounts Receivable should 
be shown separately.
13. Limited Examinations should be 
clearly labeled so that they will not be mis­
taken for audit reports.
This meeting laid the ground work for 
a splendid spirit of friendly co-operation 
throughout the year. Many new cases of 
“three-way” conferences were reported 
this year, in some cases the clients won­
dered why this sensible plan had not been 
resorted to previously.
Atlanta. James L. Respess reports that 
he has established contact with the Robert 
Morris contact man of his city and that 
plans are under way for a joint meeting 
this fall between the bankers and account­
ants of Atlanta.
Dayton. Robert Morris members and 
the Clearing House Association are work­
ing with L. G. Battelle to develop a joint 
meeting this fall. Indications are that it 
will be very successful.
Paterson, N . J. James Welch reports 
that joint meetings between bankers and 
accountants have been held in his com­
munity for several years and that the ac­
tivity this past year has been gratifying.
1934 THE CERTIFIED PUBLIC ACCOUNTANT 693
He believes the time is soon coming 
when fixed or non-moving assets of busi­
ness concerns will need to be financed and 
accounted for entirely separate from the 
current or changing assets of a business.
Dallas. A year ago the Dallas account­
ants, at the request of the Robert Morris 
Associates, prepared quite an elaborate 
program of co-operation. Luke Garvin re­
ports that they have not as yet been suc­
cessful in obtaining the approval of Rob­
ert Morris Associates to this plan, but 
that they are continuing to work on it and 
hope to report success. 
Portland. J. W. Hanks was appointed to 
our membership too late in the season for 
us to expect any concrete results before 
next fall. Plans are under way which it is 
hoped will be productive of a helpful pro­
gram.
San Francisco. From the Golden Gate 
comes the encouraging report of William 
Dolge, that the many years of co-operation 
between bankers and accountants has 
borne very definite results. Friendly rela­
tions established have made it possible for 
banker and accountant to frankly and 
comfortably discuss mooted questions to 
their mutual benefit. The “three-way” con­
ferences between banker, borrower and 
accountant, both before and after the ac­
countant’s engagement is performed, have 
resulted in definite benefits to all three. 
These conferences have resulted in defi­
nitely removing the question of competi­
tive bidding in many instances. Great 
hopes are held out for further progress in 
this respect.
Mr. Dolge also supplied us with a re­
port of the Robert Morris committee co­
operating with the Los Angeles chapter of 
Certified Public Accountants. Space does 
not permit reproduction of it, but a few 
excerpts will clearly indicate the priceless 
possibilities existing in the programs of 
this committee when thoroughly developed. 
These are the bankers’ views as expressed 
to the accountants:
W h a t  H a s  B e e n  A c c o m p l i s h e d ?
(a) The meetings did develop personal 
contacts which created to a large extent 
an understanding basis of discussion.
(b) Wherever three-way conferences or 
discussions relative to scope were held
prior to the audit, we found distinct and 
definite improvement in the work or per­
haps we should say, in its presentation to 
us.
(c) In many cases the work was im­
proved and scope enlarged without con­
sultation, indicating a desire on the part 
of the accountant.
(d) Accountants have apparently felt 
more free to approach us relative to ques­
tions of procedure.
(e) We have found it much easier to 
approach the individual accountant with 
suggestions or questions on a particular 
report.
W h a t  S h o u l d  B e  O u r  J o i n t  P r o g r a m  
Now?
(a) A continuation of points given 
above.
(b) On the perfectly valid assumption 
that every member of the C. P. A. Society 
knows more about accounting than we do, 
we feel that it is unnecessary to try to 
discuss technical accounting procedure. If 
there should be in individual cases ques­
tions of how a bank would like to have an 
item set up or drawn to their attention 
either through the balance sheet or the 
comments, we believe it would be more 
proper and more satisfactory as a subject 
for discussion between the bank and the 
accountant concerned.
(c) Any criticism by a bank of a par­
ticular report or audit can be most easily 
settled by a similar direct discussion be­
tween individual accountant and the indi­
vidual bank.
(d) Should questions arise of a nature 
that cannot be so settled, or which are of 
such great significance as to make it un­
desirable for any one or two individuals to 
settle them, it would seem proper that 
such questions should be referred and be­
come a matter of detailed study and dis­
cussion by a committee from each asso­
ciation which acts in the matter of co­
operation between the two associations.
(e) It is, therefore, our thought that 
these joint meetings can be of greatest 
value from the viewpoint of continuing 
the development of friendship and under­
standing as a basis for informal co-opera­
tive discussions between individual mem­
bers, and that they be confined as much as
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possible to more or less broad general 
questions which are not particuarly sus­
ceptible to individual discussion because 
they are rather m atters of policy and atti­
tude of either group as a whole rather than 
individually.
Minneapolis. Herman C. J. Peisch re­
ports a splendid working program between 
the R. M. A. chapter of that city and the 
Minnesota Society of Certified Public Ac­
countants. The very practical question-and- 
answer plan was adopted for their January 
meeting. The accountants submitted 
eighteen questions to the bankers while the 
bankers submitted sixteen questions to the 
accountants.
These two organizations have through 
mutual agreement decided to maintain a 
standing committee consisting of members 
from both groups to consider and act upon 
matters of mutual interest arising through­
out the year. Faulty reports and un­
favorable relations with clients will be 
handled by this joint committee.
N ew  Haven. J. C. McNab reports that 
the Connecticut Society of Certified Public 
Accountants have had a very successful 
year of co-operation with R. M. A., 
especially in New Haven, Hartford and 
Bridgeport where committees have been 
actively functioning.
Under the Chairmanship of Walter A. 
Musgrave, this work was started in June
1933. By fall the committees of Bankers 
and Accountants were in full swing. E. 
M. Gaillard, Vice President of the Union 
and New Haven Trust Co., represented 
the R. M. A. committee most ably. 
Through his efforts, the New Haven C. P.
A.’s were fortunate to have as a guest 
speaker, Mr. Philip Gray, Vice President 
of the Irving Trust Company and Chair­
man of the National Committee of Robert 
Morris Associates co-operating with Ac­
countants. Mr. Gray is at his best when 
emphasizing the importance of comprehen­
sive accountants’ reports when they are 
submitted as the basis for commercial 
loans. He criticized severely the use of 
‘weasel” words in certificates, and indi­
cated that bankers prefer the use of simple 
words which leave no doubt in the reader’s 
mind as to what is meant, rather than 
highly technical words, or phrases, the 
definitions of which require too much
reference to Webster.
This standing committee expects to con­
tinue its good work during the coming 
season, plans having already been made 
for a joint meeting at which time the 
question-and-answer plan will be de­
veloped.
N ew  York. About fourteen years ago 
the American Institute created a com­
mittee to co-operate with the bankers; the 
following year the New York State 
Society appointed a similar committee. The 
American Society, following its usual 
policy of working through and for the 
various State societies felt that it could be 
most helpful by joining forces with this 
committee which had already done such 
a splendid job. Accordingly, when Nor­
man E. Webster accepted the appointment 
as a member of our committee in New 
York, we felt that real progress was being 
made in the program of co-operation 
with credit grantors. For the past seven 
years Mr. Webster has been a member of 
the committee of the New York State 
Society co-operating with the Robert 
Morris Associates, and as a consequence 
the profession will definitely benefit from 
his contribution to this phase of our work.
K ansas City. Harry Lunsford had been 
working with the R. M. A. men of his 
city at irregular intervals during the past 
several years, so with that experience and 
acquaintanceship he was a logical addition 
to the membership of our committee. He 
reports that there have been numerous 
occasions during the past year when he 
could get in some good work with the 
bankers in a very informal way. These 
opportunities are often more productive 
than formal meetings.
N ew  Orleans. Henry Miller has been 
doing splendid work for our committee in 
New Orleans. Fortunately he is also a 
member of the Louisiana State Society’s 
committee on co-operation with the bank­
ers. In the coming year The American 
Society should give consideration to ap­
pointments of this type so as to effect the 
best working program through and with 
the various State societies.
Richmond, St. Louis, Seattle, Denver, 
Chicago. Your Chairman has not received 
reports from the members of our com­
mittee in the above cities but we are sure
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this is due to very good reasons, and is 
not at all representative of the interest 
they have taken in our attempt to develop 
a full program of cooperation with the 
bankers of their community.
Boston. Mr. J. W. Hall was appointed 
too late in the season to expect any 
definite results so soon. We are sure, 
however, that during the 1934-35 season, 
the Boston co-operative program will 
show results from the plans he has out­
lined.
*  *  *  *  *
As an example of how well the Robert 
Morris Associates understand the prob­
lems of the accountants, the following is 
an excerpt from the report of Philip F. 
Gray, National Chairman of R. M. A. 
committee co-operating with the accoun­
tants :
“Since the accountant is employed by 
the credit seeker, he feels primarily 
responsible to him and therefore not free 
to discuss with or reveal to the credit 
grantor information that would be of 
tremendous value in the analysis of credit, 
except upon the expressed consent or re­
quest of his employer. We therefore urge 
upon our members that in their requests 
for audits or statements, there be embodied 
a request, if not a demand, that the ac­
countant be instructed to confer with the 
credit grantor regarding the audit sub­
mitted. Such a practice would assist the 
accountant and enable him more fully to 
serve the credit fraternity.”
Another example of the progress that 
has been made in this work is evidenced 
by the following letter which has been 
issued by several banks to their com­
mercial borrowers:
“Dear Sir:
In order that our business clients will 
have a complete picture of their own 
activities and as an aid in establishing and 
maintaining credit, we earnestly recom­
mend the employment of Certified Public 
Accountants to conduct continuous audits 
and to prepare periodical reports of 
financial condition and operations.
Our Board has passed a resolution to 
the effect that all requests for credit in 
excess of $1 0 ,0 0 0 .0 0  other than on col­
lateral security, must be accompanied by a
statement audited by a Certified Public 
Accountant, acceptable to us.
Sincerely yours,
J o h n  S m i t h ,  President.
We will be glad to suggest names of 
reliable auditing firms.”
Following is a list of cities in which 
The American Society and the Robert 
Morris Associates have each appointed 






Kansas City Saint Louis
New Haven San Francisco
New York Seattle
Minneapolis
In the following cities in which The 
American Society Committee is repre­
sented, no member has yet been appointed 
by the R. M. A.
Dallas New Orleans
Dayton Norfolk
Denver Paterson, N. J.
Los Angeles Washington, D. C.
Milwaukee Williamsport, Pa.
During the year, it was decided to ex­
tend the activities of this committee to 
include the National Association of Credit 
Men, so as to stimulate the use of ac­
countants’ certificates for credit granting 
in the merchandising field to the same 
extent they are now being relied upon in 
banking circles. Alexander F. Makay of 
New York accepted the appointment as 
chairman of this subcommittee and reports 
that he has been busy perfecting his 
organization so that it will be ready to 
function during the coming season. Great 
hopes are entertained for the good work 
that this large committee will have an 
opportunity to perform through their con­
tact with N. A. C. M. members through­
out the country.
Mr. Makay has been working with the 
National Credit Office in an attempt to 
clarify their position in the matter of 
photostating clients’ credit reports and 
then requesting the C. P. A. to sign a
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separate certificate independent of the one 
appearing in his audit report. It is felt 
that the efforts of N. C. O. should be 
encouraged but that their approach to the 
subject is apt at times to leave the Certi­
fied Public Accountant in an uncom­
fortable position. For example:
(a) Such a certificate should not be 
issued without the client’s consent.
(b) His audit may be qualified to a 
point where he cannot certify to the 
questions appearing in the N. C. O. 
questionnaire.
These questionnaires offer a splendid 
opportunity for the accountant to enlarge 
upon service with his client, thereby 
eliminating obnoxious qualifications which 
he is forced to write into his limited fee 
examinations.
Similar activities have been carried on 
with the Textile Group and other similar 
credit agencies and associations.
M e m b e r s  f o r  C r e d i t  G r o u p  
ALABAMA, Birmingham: James O. 
Screven,
ARIZONA, Phoenix: John W. Wag­
ner,
ARKANSAS, Little Rock: H. W. Hen­
negin,
CALIFORNIA, Oakland: Lawrence S. 
Timpson,
COLORADO, Pueblo: Turner S. 
Underwood,
CONNECTICUT, Hartford: Arthur 
Randall,
FLORIDA, Tampa: Jay E. Bigham, 
IDAHO, Boise: George B. Middleton, 
ILLINOIS, Springfield: Raymond E. 
Rickbeil,
INDIANA, Indianapolis: Howard W. 
Painter,
IOWA, Des Moines: Philip L. Billings, 
KANSAS, Wichita: Stanley Spurrier, 
KENTUCKY, Lexington: William A. 
Hifner, Jr.,




MICHIGAN, Grand Rapids: Walter H. 
Shultus,
M INNESOTA, Duluth: Jarl W. Han­
son,
NEW JERSEY, Newark: Julius E. 
Flink,
NEW  YORK, Syracuse: George E. 
Bennett,
NORTH CAROLINA, Charlotte: 
Orion N. Hutchinson,
OHIO, Toledo: Lothar T. Konopak, 
OKLAHOMA, Oklahoma City: Homer 
C. Hammonds,
TENNESSEE, Chattanooga: Wilfred 
Schofield,
TEXAS, Fort W orth: Clifton H. 
Morris,
W ASHINGTON, Spokane: Howard S. 
Bell,
W EST VIRGINIA, Charleston: Harry 
R. Howell,
W ISCONSIN, Green Bay: Clifford I. 
Smith.
* * * *
We wish to express our appreciation to 
the Officers and members of the Society 
for the valuable assistance which they have 
so willingly rendered.
O. V. W a l l i n ,
Chairman
REPORT OF COMMITTEE ON 
FEDERAL LEGISLATION
During the present fiscal year the efforts 
of your Committee were primarily con­
cerned with the bills which eventually be­
came the Revenue Act of 1934 and the 
Securities and Exchange Act, respectively. 
Practically all Committee contact was 
through the Secretary of the Society 
whose services were put at the disposal of 
the several Congressional committees in 
charge of this legislation.
So far as the Revenue Bill was con­
cerned, your Committee early concluded 
that it would best serve the public interest 
by reserving its advice and suggestions un­
til the Senate Finance Committee had the 
Bill under consideration. A brief was filed 
with the Senate Finance Committee under 
date of March 12, 1934. This brief criti­
cally examined those features of the 
House Bill with which accountants are 
primarily concerned in their professional 
capacity, and made suggestions with re­
spect to the following matters:
(1) Fairer grading of the surtax rates
(2) The new provision taxing annuities
(3) The tax on personal holding com­
panies
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(4) Distributions in liquidation
(5) Taxation of capital gains and losses
(6 ) Credit for foreign taxes
(7) Consolidated returns
(8 ) Partnership losses
(9) Dissolution of “personal” corpora­
tions
The Secretary was advised that influ­
ential members of the Senate Finance 
Committee, as well as Treasury officials, 
were impressed with the disinterestedness 
and soundness of the suggestions con­
tained in the brief. The brief was un­
doubtedly partially responsible for easing 
the tax on personal holding companies en­
gaged in real estate and rental activities. 
The criticism of the brief against the pro­
posal to reduce by 50% the credit for for­
eign taxes allowed under the 1932 Act may 
have been influential in inducing Senate 
action which restored the credit.
The Committee, through the Secretary 
of the Society, has kept in touch with de­
velopments in Washington relating to a re­
cent proposal for the limitation of profes­
sional fees. The Committee has held itself 
in readiness to meet with administrative 
officials and legislators to discuss the mat­
ter whenever, in the opinion of the Secre­
tary, there was need for such conference.
The Secretary of the Society has had 
frequent conferences with those members 
of the Federal Trade Commission who 
were most intimately concerned with the 
administration of the Securities Act. 
Similar contact has been maintained with 
the new Securities and Exchange Com­
mission. A committee, consisting of mem­
bers of the American Institute of Ac­
countants and of The American Society of 
Certified Public Accountants, submitted a 
joint report to the Securities and Exchange 
Commission with respect to financial state­
ments under the Securities Act and the 
Securities and Exchange Act.
As in the past, the services of the Com­
mittee have been freely at the disposal of 
committees of Congress and of the Admin­
istration in all matters properly within its 
scope. Naturally, because the occasion for 
conference and/or assistance is frequently 
of an emergency nature, almost all such 
contact throughout the year between the 
Committee and officialdom in Washington 
is through the medium of the Society’s
tactful, well-informed, and untiring Secre­
tary.
Respectfully submitted,
J o s e p h  J . K l e i n ,
Chairman.
REPORT OF COMMITTEE ON 
SECURITIES ACT PRACTICE 
PROCEDURE
There were no meetings of the Securi­
ties Act Practice Procedure Committee 
since its appointment, though there was 
some correspondence between the members 
and the chairman.
The committee functioned principally 
by keeping in touch with the developments 
of the Securities Act of 1933 and the new 
legislation affecting Stock Exchange con­
trol.
Because of important amendments to the 
Securities Act under consideration by 
Congress during the greater part of the life 
of our committee, accounting practice un­
der the Act was necessarily indefinite un­
til the law as amended, as well as the Regu­
lations, had been finally determined.
The character of the securities regis­
tered to date under the Securities Act has 
been such as to offer no particular difficul­
ties to certified public accountants except 
that the standard of disclosure, form of 
certificate, and the liabilities involved 
caused considerable change in accounting 
practice.
Respectfully submitted,
A. H. C a r t e r ,
Chairman.
REPORT OF COM MITTEE ON RE­
LATIONS W ITH  STATE ORGANI­
ZATIONS
In submitting this report, we trust that 
its contents will be regarded as advisory, 
as a whole, and, the recommendations as 
suggestions that may form a basis from 
which to construct a program of activities 
that will result in concrete action by the 
various State associations and a perma­
nent benefit to The American Society of 
Certified Public Accountants and the en­
tire membership; a benefit to this national 
organization by increased membership, by 
a closer union with the State associations
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and State Boards of Accountancy, and by 
such informative action which we trust 
will enlighten the business public and pub­
lic officials of the protective and instruc­
tive value of the organized C e r t i f i e d  P u b ­
l i c  A c c o u n t a n t s  as an American insti­
tution.
P U B L IC IT Y —A program of publicity 
through the medium of our publication, 
T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t ,  the 
public press, bulletins and frequent visits 
by our officers and others to our State 
association meetings.
T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t ,  in 
an issue as soon after our annual meeting 
as possible, should publish the proceedings 
of such meeting, and also forcefully pre­
sent the advantages of membership in the 
Society. This particular issue to be given 
wide distribution, not only to the member­
ship but also distributed to C .P .A ’s. who 
are not members, to members of State 
Boards of Accountancy, and such others 
who may be interested in our profession. 
Bulletins on interesting and current sub­
jects should be issued frequently, State 
association officials to use the bulletins to­
gether with current State subjects in the 
daily press.
The officers of this body should visit 
State association meetings; not only their 
annual meetings, but special meetings held 
for the specific purpose of being addressed 
to our national officers. While not at­
tempting to dictate the nature of speeches 
to be delivered, we believe the speeches 
should be carefully prepared and devoted 
to the advantages of membership in the 
national as well as State associations. Such 
meeting to be open to all accountants and 
the business public.
This Society to prepare a program of 
solicitation of members and the program to 
be explained at a conference between the 
national and State association officials 
either prior to or subsequent to the general 
or public meeting.
We believe an increased membership is 
of prime importance as it strengthens our 
ranks and is naturally more impressive on 
the public. A strong membership, together 
with judicious publicity, will do more to 
educate the public as to the profession of 
accountancy than any other method.
N A T IO N A L  B O D IE S—The maxim 
that “in numbers there is strength” does 
not obtain in national accounting associa­
tions. In our State associations we are con­
tinuously confronted with the problem of 
jealousy. We dare say that in the member­
ship of every State association there is a 
large number of members of one or the 
other national societies. While it is true 
that a number of members of State or­
ganizations are associated with both na­
tional bodies, the majority of accountants 
have membership in but one, and when 
any proposal is made that seems to par­
ticularly favor only one of the national 
associations, the proposer is frequently 
charged with ulterior motives. This, we 
realize, is a subject that may be properly 
managed only by The American Society of 
Certified Public Accountants and the 
American Institute of Accountants. I 
personally have discussed this subject with 
the officers of both societies, but as yet 
have received no definite answer to this 
perplexing problem. We urge the officers 
of The American Society of Certified Pub­
lic Accountants to prosecute this matter, 
with the hope that they may accomplish 
the result of a merger or at least an agree­
ment satisfactory to all interested parties.
L E G IS L A T IO N —The State associa­
tions are willing and ready to co-operate 
with this Society in any campaign having 
for its purpose the enactment of national 
laws to protect and further the interest of 
its membership and the public.
The State associations earnestly solicit 
our aid in securing beneficial State legisla­
tion. We believe a movement, national in 
scope, should be inaugurated, having for 
its purpose a uniformity of State account­
ing laws.
We are not prepared to discuss regula­
tory legislation. While in some states it 
seems to have many advantages, in other 
states the membership appears to be un­
favorable.
E T H IC S —The ethics of the profession 
should be uniform. The same ethics to be 
in force in every State. This is a matter 
of moral philosophy and is a duty incum­
bent on all, regardless of where they reside.
C O N C L U S IO N —This report of your 
Committee on Relations with State Or-
The first
S I M P L I F I E D
T A X  T R A I N I N G  C O U R S E  f o r  A C C O U N T A N T S
AC C O U N T A N T S  n ow , fo r  th e  first t im e , m ay  a cq u ire  a th o ro u g h  ground ing  in  th e  p r in c ip les  and p ra c tice s  o f F e d e r a l ta x e s  b y  fo llo w in g  th e  sy s te m a t ic  and lo g ic a lly  
d e v e lo p e d  co u rse  o f s tu d y  fu rn ish ed  in  th e  n e w  A le x a n d e r  F E D E R A L  T A X  C O U R S E
and G U I D E . T h is  s im p lified  e a s y - to - fo l lo w  p lan  o f s e lf  in s tr u c ­
t io n  m a k es it  p o s s ib le  to  a cq u ire  in  th r e e  m o n th s  
t im e  a rea l u n d ersta n d in g  o f F e d e r a l ta x e s . K n o w l­
ed ge  and  in fo rm a tio n  w h ic h  w il l  h e lp  C .P .A .’s 
e ffec t su b sta n tia l ta x  sa v in g s  fo r  th e ir  c lie n ts .B ea r th ese  fa c ts  in m ind-
T h e  F e d era l In co m e T a x  ra te  
is  13¾ % .
T h e  n e w  E x cess  P ro fits  T a x  
tak es  an a d d it io n a l 5%  fro m  
ta x a b le  in com e.
T o ta l  o f  both  ta x e s  is  18¾ % , 
an increase of m ore than a 
th ird  o ver  la st y e a r ’s F ed era l 
T axes.
T h e  n e w  1934 T a x  L a w  c o n ­
ta in s  m a n y  p r o v is io n s  d e ­
s ig n e d  to  in cre a se  th e am ou n t 
o f corp o ra te  (a n d  in d iv id u a l)  
in com e su b ject to  ta x .
T h e  T r e a s u r y  D e p a r tm e n t is  
t ig h te n in g  up on  th e a d m in is ­
tr a tio n  o f  th e  la w s — is  m ore  
r ig id ly  e n fo r c in g  th e la w s .
These facts point inescapably to the 
immediate and growing need for tax 
trained accountants. The Alexander 
FED ER A L T A X  COURSE and 
G U ID E will give you the  basic in­
formation and instruction you need 
to meet this situation.
In  th is  o n e -v o lu m e  tra in in g  cou rse , acco u n ta n ts  
r e c e iv e  first o f  a ll th e  la w ;  th e  c o m p le te  t e x t  o f  
th e  n ew  la w , a c co m p a n ied  b y  a b r ie f ex p la n a tio n  
o f th e  m ean in g  o f  its  im p o rta n t N E W  p r o v is io n s . 
T h is  is  fo llo w e d  b y  a c o m p le te  r ep rin t o f th e  
officia l R e g u la tio n s  sh o w in g  h o w  th e  Treasury D e ­
p a rtm en t in terp r e ts  and  e n fo r c es  th e  la w . A l l  th is  
is officia l m a tter , th e  b ackgroun d  o n  w h ich  th e  
T e x t  is  b ased .
T h e  T e x t  p r e se n ts  th e  p ra c tic a l k n o w led g e  o f lon g-  
ex p e r ien ce d  ta x  ex p e r ts . H e r e  is  a c lea r , p la in ly  
w r itte n  a n a ly t ic a l d isc u ss io n  o f  th e  la w , its  m ea n ­
ing , its  e ffec t, and it s  a p p lica tio n  to  ta x  p r o b le m s ;  
it  is  lo g ic a lly  arran ged , c lea r  c u t;  illu s tr a te d  w ith  
n u m ero u s  a c tu a l e x a m p le s .
T o  read  and s tu d y  th e  C o u r se  i s  to  gain  a s in t i­
m a te  and v a lu a b le  k n o w led g e  o f  ta x a tio n  as co u ld  
p o ss ib ly  b e  m a stered  a fter  y ea rs  o f ord in ary  p er ­
so n a l e x p e r ien ce . B e n e f it  b y  th e  e x p e r ie n c e  o f  
o th er s— e x p e r ien ce  w h ic h  w i l l  b e  w o r th  th o u sa n d s  
o f d o lla rs  to  y o u r  c lie n ts .  A n d  a ll  y o u  p ay  is  $6.50 
fo r  th e  c o m p le te  co u rse .
T h e  c o u r se  is  n o w  on  p ress , bu t to  r e c e iv e  a cop y  
o f th e  first e d itio n  r e s e r v e  y o u r  cop y  n ow . T h is  
first e d itio n  is  l im ite d  to  th e  a c tu a l n u m b er  or  
re se rv a t io n s  r ec e iv e d . U s e  th e  co u p o n  b e lo w — ju st  
fil l  in  y o u r  n a m e  and  a d d ress  and  m a il i t  tod ay—  
to  r e c e iv e  o n e  o f  th e  first c o p ie s  to  co m e off th e  
p ress .
R e tu r n  Coupon T o d a y  for  Free  Exam ina t ion  Copy .
The A L E X A N D E R  P U B L I S H I N G  C O . ,  I n c .
60 Wall Street, New York, N. Y.
F R E E  E X A M I N A T I O N  C O U P O N  
The Alexander Publishing Co., Inc.,
60 Wall Street, New York, N. Y.
You may send me a copy of the new 
Alexander FEDERAL TA X  COURSE 
and GUIDE. If we decide to keep 
the Course we will remit $6.50 in full 
payment; otherwise we will return the 
Course within five days after receipt 
without further obligation.
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ganizations, while being prepared by your 
chairman, he has consulted each member 
of the twelve districts and has compiled 
the report after obtaining their views by 
correspondence, and we trust the sugges­
tions and recommendations herein set forth 
may accomplish some good for the mem­
bership and the public whose interests it 
is our duty to conserve.
Respectfully submitted,
W il l ia m  M . M a d d e n ,
Chairman.
Tale With Remarks and Moral
T HIS is the Tale: A guest at a small­town hotel, apparently perturbed, ap­
proached the desk-clerk one evening at ten 
o’clock, and checked out. He explained 
that he had been called away suddenly, 
and would be driving all night. He asked 
that the clerk keep for him a hundred- 
dollar bill. The clerk acquiesced, gave him 
a receipt, and placed the bill in the cash 
register.
At seven the next morning the hotel’s 
proprietor relieved the clerk. The clerk 
made the usual informal report but neg­
lected to mention the circumstance of the 
hundred-dollar bill. At seven-thirty the 
grocer appeared and presented the pro­
prietor with a bill for $100.76. Quite sure 
that he could not pay the account, the 
proprietor nevertheless made the gesture 
of turning to the cash register. With 
pleased surprise he found the big bill, and 
offered it in liquidation of the account. The 
account being overdue, and the proprietor 
notoriously hard up, the grocer was de­
lighted to agree.
In an unusually pleasant frame of 
mind, the grocer recalled a fur coat that 
his wife had expressed a wish for and 
at 10:14 that morning purchased it, paying 
for it with the bill.
The furrier in turn was pleased. It 
was an unexpected sale on a dull morning. 
He therefore, shortly after noon, pur­
chased two suits of clothes he badly 
needed, and paid for them with the bill.
The clothier had greatly admired a ring 
displayed in a neighboring shop-window. 
The price of the ring was $100.00. Hav­
ing the exact amount in a single bill, he 
purchased the ring. This was at 1 :42 p.m.
The jeweler at that moment was con­
sidering what would be a suitable way in 
which to commemorate his wedding anni­
versary. The hundred-dollar bill proved 
an inspiration; he decided to have a dinner 
party. He telephoned about town, made 
up a list of fifty guests, and then called 
the hotel proprietor, when a menu was 
quickly agreed upon to be served for $2 .0 0  
a plate.
At 6:30, the jeweler, arriving with his 
guests at the hotel, gave the hundred dollar 
bill to the proprietor who placed it in the 
cash register, remarking that it was the 
second of that denomination he had 
handled that day.
At seven, the desk-clerk relieved the 
proprietor, remembered that he had failed 
to mention the bill in the morning, and 
heaved a sigh of relief upon discovering 
it in the register.
At 8:15, in an idle moment, the clerk 
discovered in the evening paper, just de­
livered from the city, a photograph of 
the guest of the night before, with an 
accompanying story describing him as a 
counterfeiter who had been captured, and 
warning against the circulation of hun­
dred-dollar bills of a given description. The 
clerk examined the bill closely. It tallied, 
of course, with the description of the 
counterfeits.
H e r e  A r e  t h e  R e m a r k s  : Five men 
each exchanged goods of value for that 
which was utterly valueless, yet no one 
lost anything. On the contrary, each gained 
something he was desirous of having and 
parted with something he didn’t want. 
Sounds nutty, but there is worse to come.
No one brought anything “of value” 
into the town; no one took anything “of 
value” out of it. Yet (on the basis 10  
per cent profit on business done) the town 
was $40.00 wealthier.
Confronted with this phenomenon, we 
too hastily decide that it is a mere appa­
rition, since something cannot come from 
nothing. We see that the added wealth 
came neither by addition of objects, nor 
by anything done to objects—i.e., not by 
production; and we have taught ourselves 
that only production can create wealth. 
The $40.00, we conclude, was not “real.” 
But, hangitall, it was real. For it would 
show as profit at the end of the year, cash
-  h e 's  a n  a c c o u n ta n t  to o
He records his every act in the central office . . . 
instantly and automatically.. .without job chasers 
or time keepers.
The mechanic merely dials the number that ap­
pears on the ticket when the job starts. This 
simple act, the same as dialing a telephone num­
ber, automatically sets up the cost accounting 
record in the central office. W hen the job is 
finished another dialing closes the record and a 
new job is automatically assigned. The records 
are made on Powers Punched Cards, analyses, 
therefore, by job, by machine, by operation or 
by any other factor, are not only possible but 
practical because of the speed and a low cost o f 
producing such analyses.
Non-productive maintenance is similarly handled 
and accounted for. The office is constantly advised 
of the state of progress of every order. Accurate
costs are available while work is in progress.
This revolutionary development in cost account­
ing is made possible by the new Powers Produc­
tion Control System combined with standard 
Powers Punched Card Accounting. The use of 
its complete, accurate, current production and 
cost inform ation has paid for present instal­
lations within a year. If you want better control 
of your production, request facts and figures.
P O W E R S
A C C O U N T I N G  M A C H I N E S
D iv isio n  of
Remington Rand Inc.
B U F F A L O ,  N E W  Y O R K
In addition to Powers Production Control, Remington 
Rand has recently added another system. . .  Remote Control 
Accounting known as "Central Records". Both use standard 
Automatic Electric Company’s telephone control equipment
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or credit, readily exchangeable and (more 
important) investable.
But something cannot issue from noth­
ing. Call Sherlock Holmes. Whenever, 
says that astute person, you eliminate the 
other possibilities, whatever is left must 
be the case, no matter how improbable it 
seems. If wealth was not added by pro­
duction, it must have risen out of trans­
action. To cut it short, production does 
not create wealth any more than coal 
creates heat. The coal must be fired, and 
the goods must be sold. A community 
could survive on production without trans­
action, but it could not be prosperous.
It could also survive on barter (i.e., 
without money) but could not be prosper­
ous for the excellent reason that surplus 
wealth could not be readily exchanged or 
invested. It need cause no surprise that 
a counterfeit bill served perfectly to create 
wealth. All medium of exchange is and 
must be valueless—otherwise it is merely 
an added item to other barterable items. 
The harmlessness of the counterfeit bill 
derived from its coming back to the point 
of departure, at which point nothing had 
been given for it. The harmlessness of 
what we call “good” money derives from 
precisely the same factor; it comes back 
eventually to the point of issue, and so 
long as the point of issue will redeem it 
for credit or goods, it is “good.”
Now f o r  t h e  M o r a l  : Our small town 
is the whole wide world of buying and 
selling. A child buying a stick of candy 
for a penny—herein lies the essence of all 
business, big or little, all economics, all 
fiscal problems. That we are poverty- 
stricken in a world overflowing with goods 
and potentiality for goods, need cause no 
astonishment. A man is not warmed by 
the presence of a billion tons of coal un­
less he can manage to set fire to the coal.
Wealth and prosperity is not identical 
with production, but production is a raw 
material of wealth. Wealth comes into 
being only by transaction. Had the 
counterfeit bill been a “good” one and 
lain all day in the till, no wealth would 
have accumulated; had there been a million 
others lying there no wealth would have 
accumulated. Mass, in money, is less im­
portant than velocity.
These considerations, obviously, are the
raison d’être  for the President’s urge to 
“buy now.” It has, perhaps, been viewed 
with some misgiving, as if the proposal 
were merely the hasty throwing up of a 
straw bridge, as if it did not come to grips 
with the realities. On the contrary, it is 
the only practice that does or could come 
to grip with realities. The reality is 
poverty, a poverty quite plainly due to no 
lack of goods, but to lack of transactions.
How many millions are frozen in the 
still unopened banks, and in reorganized 
banks? Probably many fewer than are 
frozen in goods on shelves and in ware­
houses, in idle machinery. Every purchase 
means a release of some of that ice; and it 
may well be that that release is the shortest 
way to the release of the frozen millions 
in the banks.
“Buying now,” in short, is the core of 
the matter of recovery. No number of 
codes, no number of blue eagles has the 
least virtue without the “buy now.” Every­
thing the President has done has that ob­
jective. He would furnish the wherewith 
to buy. If buying is not done with the 
wherewith, the codes and the eagles are 
futilities. If buying is done without re­
spect to any of the methods and pro­
cedures proposed, the trick is turned.
Mr. Roosevelt might well paraphrase 
the words of an illustrious predecessor: 
“If I could make people ‘buy now’ by 
putting all industries and all states under 
the NRA I would do that; if I could make 
them ‘buy now’ by scuttling the entire 
program, I would do that; if I could make 
them ‘buy now’ by placing some industries 
and some states under the NRA, and leav­
ing others out of it, then I would do that.”
Ambitious and audacious as the national 
program is, it can come to exactly nothing 
without an adequate response to the “buy 
now.” And “buying now” is something 
that no legislature however sagacious, and 
no executive arm however vigorous, can 
accomplish. “We, the people of the United 
States . . . .”
But remember: “Buy now” is futile 
without the passing of medium of ex­
change ; buying merely for buying’s sake on 
long, indefinite credit adds to the trouble 
of the times. Let cash thirty days or less 
be the motto.
New Business Conditions Demand 
Rigid Economies Inside Every Business
IN 1935 this saying will be particularly true: " I t  is just as important to seek 
savings inside the business as to look for 
added revenue from the outside.”
For wasteful, obsolete methods have no
and dividend checks . . .
Addressograph, the most versatile of all 
office devices, handles all these jobs 10 to 50 
times faster than hand methods, at a small 
part of the cost. And Addressograph is not 
only swift and economical . . .  it is 1 0 0 % 
accurate . . . eliminates "human-element” 
errors which may easily cost thousands of 
dollars a year in a single department.
Executives are frequently surprised to 
learn of Addressograph's extraordinary  
adaptability to unusual and specific require­
ments. In many such cases the "Our business 
is different” attitude is quickly changed to 
quick realization of the large savings made 
possible by Addressograph.
A b o ve: T h e  n e w  C lass 1700 A d d re sso g ra p h ,  
e lec tr ica lly  o p era te d .
R ig h t:  T h e  C lass 700 A d d rc sso­
g ra p h , h a n d  o p e ra te d .
There are m ore th an  50 m odels 
in th e  Addressograph line
place in the new business scheme of things. 
Working hours are limited . . . wages are 
higher . . . every hour must be a productive 
hour.
Consider, for example, the almost endless 
amount of routine form writing in the mod­
ern factory: Production orders, material 
requisitions, cost records of many kinds, 
the writing of operation numbers and other 
allied data . . . payroll records, the imprint­
ing of time clock cards, pay envelopes, pay
Believing th a t in m aking your 1935 
recom mendations 
you will wish to be 
familiar with what 
Addressograph can 
do for your clients, 
we will gladly (and 
without any obliga­
tion) have a thor­
oughly trained rep­
resentative call and 
furnish you with such information as you 
desire.
Consult your phone book or write to
A D D R ESSO G RA PH  COMPANY
D iv is io n  o f
Addressograph-M ultigraph Corporation  
C lev e la n d , O h io
MORE THAN AN ADDRESSING MACHINE
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Bank—Checking Account, The Amer­
ican Society of Certified Public Ac­
countants, as of August 31, 1934.
Schedule “2”—Reconciliation of Ac­
count with National Metropolitan 
Bank (D. W. Springer, Secretary)— 
Imprest Fund, as of August 31, 1934.
Schedule “3”—Reconciliation of Ac­
count with National Metropolitan 
Bank—Checking Account, The Ac­
countants Publishing Company, as of 
August 31, 1934.
Respectfully submitted,
W m . C l a b a u g h  & Co.




It was not possible to fit this report into 
the October make-up. The exhibits ap­
peared on page 636 of that issue.
AUDITORS’ REPORT 
W m . C l a b a u g h  & Co.
C e r t i f i e d  P u b l i c  A c c o u n t a n t s  
W a s h i n g t o n ,  D. C.
In the matter of
T h e  A m e r ic a n  S o c ie t y  o f  
C e r t if ie d  P u b l ic  A c c o u n t a n t s
A N D
T h e  A c c o u n t a n t s  P u b l i s h i n g  
C o m p a n y
We have examined the accounts and 
records of Mr. D. W. Springer, Secretary 
of the above-named organizations, main­
tained in their offices in Washington, D. C., 
for the period from September 1, 1933 to 
August 31, 1934, both dates inclusive, and 
certify that in our opinion, subject to the 
comments hereinafter set forth, the at­
tached Exhibits and Schedules present the 
true financial condition as of the close of 
said period and results of operations dur­
ing the same.
There are attached hereto:
Exhibit “A” — Comparative Balance 
Sheets, The American Society of Cer­
tified Public Accountants, as of 
August 31, 1933 and 1934.
Exhibit “B”—Analysis of Net Worth,
The American Society of Certified 
Public Accountants, for the period 
from Sept. 1, 1933 to August 31, 1934, 
inclusive.
Exhibit “C”—Statement of Revenue and 
Expense, The American Society of 
Certified Public Accountants, for the 
period from Sept. 1, 1933 to August 
31, 1934, inclusive.
Exhibit “D” — Comparative Balance 
Sheets, The Accountants Publishing 
Company, as of August 31, 1933 and
1934.
Exhibit “E ”—Statement of Revenue 
and Expense, The Accountants Pub­
lishing Company, for the period from 
Sept. 1, 1933 to Aug. 31, 1934, inclu­
sive.
Schedule “1”—Reconciliation of Ac­
count with National Metropolitan
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Bankers, Lawyers, Tax Experts, and Busi­
ness Leaders recognize the  convenient 
location of this modern hotel. Its  dis­
tinctive charm and personalized service 
will appeal to you. Rates are moderate. 
Excellent meals. Dining Room.
T H E  H A Y - A D A M S  H O U S E
LAFAYETTE PARK A T SIXTEENTH 
N A T H A N  SINROD, M G R .
WASHINGTON, D. C.
C e r t i f i e d  P u b l i c  A c c o u n t a n t s —
are engaged to (1 ) Make an Examination of the Financial Condi­
tion of a Concern by either (a) detailed audit o f the transactions 
for a given period or (b) test audit for the period covered; (2) 
Make an Examination and Review of Operations (involving ana­
lytical study) either (a) in connection with audit or (b) inde­
pendent of an audit; (3) Make Specific Account Audits; (4) 
Render Miscellaneous Services such as (a) making specific investi­
gations (b) preparing tax returns and representing clients in tax 
matters (c) devising accounting systems (d) arranging proper 
budgetary procedure (e) acting as trustee, receiver, arbitrator or 
business advisor. They
A r e  R e g i s t e r e d  b y  S t a t e  B o a r d s —
to which they are amenable and by which their certificates may 
be revoked, cancelled, or suspended for cause.
T h e i r  P r o f e s s i o n a l  S t a n d a r d s  A r e —
developed and strengthened by cooperative contacts with their 
fellow workers through Local, State and National Organizations 
and they may fairly be
M e a s u r e d  b y  S o c i e t y  M e m b e r s h i p  —
through which only may they exert an influence in advancing 
professional ideals, as well as derive the individual benefits which 
result from the efforts of a united and progressive group.
The A M E R I C A N  S O C I E T Y  
of C E R T I F I E D  P U B L I C  A C C O U N T A N T S
N a t i o n a l  P r e s s  B u i ld in g  
W A S H IN G T O N , D. C.
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COMPLETE ELECTRIC O P E R A T IO N
T W O  SETS OF DIALS  
ELECTRIC TRAN SFER  
ELECTRIC CLEARANCE 
FASTER SUBTRACTION
Individual totals are obtained in front d ials, then transferred electrically  to rear 
dials for accumulation into a grand total. The two sets o f d ia ls are well separated  
to avoid confusion.
Touching the transfer bar enters the amount o f the individual total in rear d ials  
electrically, and clears the front d ials.
A single  touch o f a  key clears the front d ials without transferring; another key 
clears both dials sim ultaneously. Both operations are electric. N o cranks to turn; 
no levers to pull.
Entirely new feature provides the sim plest method o f subtraction on an y  key- 
actuated calculating machine.
The machine gives, or takes, the half-cent as desired; or accumulates fractional 
amounts in the normal way.
Complete one-hand control; uniform, light touch for a ll keys; fast, positive action,- 
accuracy electrically enforced; motor does the work.
F R A C T IO N A L  C E N T  
OTHER ADVAN TA G ES
The D u plex  is fu rn ish ed  in 9  a n d  13 colum n s iz e s . W rite  fo r  illu s tra te d  fo ld e r .
B U R R O U G H S A D D I N G  M A C H I N E
D E T R O I T ,  M I C H I G A N
C O M P A N Y
W H E N  A N SW ER IN G  A D V E R T ISE M E N T S M EN TIO N  T H E  C E R T IF IE D  P U B L IC  ACCOUNTANT
20 Cents T h e  December, 1934
CERTIFIED PUBLIC 
ACCOUNTANT
Official Organ of The American Society of Certified Public Accountants
WE DO OUR PART
The Accountants Publishing Co.
I n  T h i s  I s s u e
PAGE
Inflation—W il l i a m  C . H e a t o n ............................................................. 705
Professional Principles— H e r m a n n  C . M i l l e r ............................ 706
What's Sauce for the Gander is Sauce for the Goose—
H . C . J . P e is c h  ............. ...................................................................  707
Credit Aspects of the N ew  Deal— H en r y  H . H e i m a n n ......... 70 9
Depreciation Policy of Bureau re T . D . 4422—D . W . M a r t in  713  
The Certified Public Accountant a Criminologist—
C h a r le s  I. B e l f i n t .........................................................................  720
Securities and Exchange Commission—J o se p h  P . K e n n e d y . .  722 
Uses and Abuses of Accounting for N R A  Purposes—
H e r b e r t  F . T a g g a r t  ....................................................................  729
Award and Opinion of Arbitrator Concerning Determina­
tion of Inventory of Foreign Goods at Cost—
G e o r g e  W . P e r p e r ............................................................................ 734
Report of Committee on Governmental Accounting...................  737
Report of Committee on Pan-American R ela tion s ........................ 739
Report of Committee on Natural Fiscal Y e a r ............................  743
“And Company ” Some Comments— D. W . S p r in g e r ...............  743
C.P.A. Examination Questions, M ay , 1934 , Practical
Accounting .................................................................................  746
Talking Shop—L e w is  G l u i c k  ............................................................. 756
Questions and Answers Department—W . T . S u n l e y ........... 759
Changes in D irec to rs .........................................................................  762
State Society News .........................................................................  763
Index ................................................................................................... 766
T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A .  e x a m i n a t i o n
I N addition to its regular 
Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the
C.P.A. Examination.
This Course will be sup­
plied only to those who are 
already competent account­
ants, as no attempt is made 
to teach general accounting 
in this course. The instruc­
tion is pointed directly at 
the C.P.A. Examination.
Something more than a 
knowledge of accounting is 
necessary to insure success 
in the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features o f  the training are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory  
of Accounts 
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I. A. examina­
tion, or (2) specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a  
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc,
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve
C. P. A. problems readily— 
many others with years of 
experience flounder pitifully 
in the examination room. 
W HY? The candidate is 
required to work at top 
speed. He must work with 
limited information. He has 
to construct definitions. Very 
often it is necessary for him 
to use unusual working 
sheets.
The C. P. A. Coaching 
Course given by the Inter­
national A c c o u n t a n t s  
Society, Inc., prepares you 
to meet such conditions. 
The fee is $42, and the text 
consists of twenty lessons.
A  BOOKLET, “H ow to Prepare for the C.P.A. Examination," is available for those who 
are interested. For a free cony, ju s t w rite  your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c ie t y ,  Inc.
A Division o f  the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois. 
Send me the special booklet, "How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for Accountants.
Name_______________________________________ Company----------------------------- -------
 Address--------------- ---------------------------------------------------------------------------------- ----- ----- J
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t
DEVOTED TO THE INTERESTS OF THE C.P.A., HIS CLIENT, AND THE PUBLIC WELFARE
Vol. XIV___________________December, 1934_______________________No. 12
E d ito r: D u ra n d  W. Springer. Published monthly by The Accountants Publishing Com­
pany. Publication office: Candler Building, Baltimore, Maryland. E ditorial office: National 
Press Building, Washington, D . C. A ll communications for publication should be addressed to 
the Editorial office, National Press Building, Washington, D. C. Subscription p rice : A year 
of 12 issues, $2.00 ; twenty cents a copy. Entered as second-class matter, January, 1934, at the 
post office at Baltimore, Md., under act of March, 1879.
The w ay to be happy is to be thankful fo r  whatever you have when you have 
it. Nothing is so bad that it could not be worse.
T h e  P r e s i d e n t ’s  P a g e  
Inflation
by W i l l i a m  O. H e a t o n ,  C.P.A.
O NE of the dangers which confront a country whose national economy 
is under severe strain by reason of depression, is that of inflation. 
Since the advent of the Roosevelt Administration and its frank entry 
upon a series of experiments, and particularly since the extreme proposals 
of some members of the national legislature have become known, thought­
ful men have feared that misery and disaster which attend extreme infla­
tion might be visited upon us.
Discussions of inflation, its kinds, its causes, its manifestations, its 
penalties and its irresistible force when once under way, are found in cur­
rent publications. Perhaps the most widely circulated are two booklets 
distributed by The Duke Endowment, entitled “An Engineer Looks at 
Inflation” and “Fiat Money Inflation in France.” There are disclosed 
the disasters which attended currency inflation in France in 1720 and 
again in 1789 and in most European countries since the World War, espe­
cially in Germany. Adjectives are inadequate to describe the terrible 
consequences which followed when governments sought to solve their 
financial problems by issuing unsecured paper money. One need not be 
an economist to understand the story so plainly written in history. 
Walter E. Spahr in his Economic Principles and Problems* says: 
“Inflation is a condition resulting from an extension of purchas­
ing power, either in the form of money or credit, which is not 
secured by reserves or commodities sufficient to liquidate it. 
Inflation, therefore, means losses, and these losses are, in gen­
eral the best measures known of inflation. Stated in other 
words, inflation means that there are debts which cannot 
be paid, and these are the measure of the preceding over-
*Published by Farrar and Rinehart, Inc., New York.
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extension of purchasing power or inflation..................... Infla­
tion applies to the transactions of an individual or a group of 
individuals, or of the people as a whole. In general, it is only 
when the great mass of people find that they have overbor­
rowed or are affected by inflated monetary issues that the pub­
lic at large recognizes inflation as a social problem.”
Professor Spahr closes his discussion of the subject with this signifi­
cant paragraph:
“It is probably true that, aside from wars, human beings have 
never devised an instrument that has brought more human 
suffering and disasters than currency inflation. There is not a 
valid argument known for currency inflation. Properly de­
fined, it means losses and disasters; and by no method of 
reasoning can losses be converted into gains or benefits.” 
When a physician examines his patient and finds a diseased condi­
tion or a physical injury, he gives a prescription, lays out a diet or other 
line of conduct, or resorts to an operation. He particularly avoids the 
known dangers that flow from the overuse of poisonous drugs or excessive 
use of the knife.
There have been noted some evidences of recovery from the extreme 
depression from which our country has suffered. Whether this has come 
because of the New Deal or despite the New Deal, is not for argument 
here.
If we are not to live without hope, we must believe that in its efforts 
to stimulate the movement toward normal times, our government will 
wisely avoid the overuse of inflationary measures and that the country 
will be spared the inevitable human suffering and disasters that would 
flow from currency inflation.
P r o f e s s i o n a l  P r i n c i p l e s
by Hermann C. Miller,
President, Ohio Society of Certified Public Accountants
Market-wise competition between members of a learned profession cannot 
exist.
Professional men compete with each other only in two w ays:
(1) to extend and improve individual professional wisdom, and
(2) to serve the best interests of the profession.
Market-wise competition, when, if, and as engaged in by public account­
ants immediately removes the participants from the profession.
Fields of cotton or corn are plowed under, and sows with their young 
may be destroyed in order to limit competition in the market for these 
commodities and their products.
A profession does not attempt to destroy competition by such methods.
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Selection of persons professing a knowledge of accounting by requir­
ing proof of such claims before competent and legally constituted au­
thority Must Not Be Confused W ith Limitation of the number 
of persons granted recognition by the profession. This adminis­
tration of the C.P.A. law in Ohio is not limitation but is selection. The 
profession not only welcomes properly qualified persons but indeed en­
courages the finest young manhood of the country to prepare thor­
oughly. Those who seek recognition by legislative short-cuts, or after 
careless preparation or with unworthy character are neither needed nor 
wanted.
The Ohio Society of Certified Public Accountants has always stood for 
these principles. Read our constitution again and find these phrases: 
“elevation of the profession”
“maintain high moral and professional standards”
“support and assist the Ohio State Board of Accountancy in preserv­
ing and maintaining the integrity and efficiency of the degree of 
Certified Public Accountant”
“encourage the study of accountancy”
As we approach the coming year, let us all remember these ideals. Every 
Certified Public Accountant of Ohio should stand ready to uphold, 
support, and give strength to these aims and purposes.
(From Bulletin No. 38, Ohio Society of Certified Public Accountants.)
W h a t ’ s  S a u c e  f o r  t h e  G a n d e r  
I s  S a u c e  f o r  t h e  G o o s e
by Herman C. J. Peisch,
President, Minnesota Society of Certified Public Accountants
W IT H  very few exceptions in the various C.P.A. laws enacted in the 
United States provision was made for the issuance of certificates 
without an examination to those in practice at the date of enactment; not 
an unusual procedure nor has much harm, if any, come from it as time has 
passed. After approximately forty-eight years since the first law was 
passed we look back with very little regret or thought that the waiver cer­
tificate was too great a price to pay for the many benefits that have been 
the profession’s to enjoy and profit therefrom.
Yet it is seemingly strange that now when we discuss and consider 
the matter of regulation of the profession as a whole through regulatory 
legislation, the question of recognition by designation as public account­
ants or otherwise should estop the profession from considering means for 
legal regulation of those who practice accounting as a profession. And it 
is also seemingly strange that among those who appear to so strongly
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voice their objection and stand on these premises are some who are waiver 
C.P.A’s or hold certificates as Certified Public Accountants not obtained 
through examination.
Our profession must advance and regulation is the profession’s job. 
The sooner all who practice are controlled by agencies set up by the pro­
fession the better it is going to be for the profession as a whole.
The standard of any profession is that of the average practitioner, 
not the best or the poorest but the average. If that average is a non- 
C.P.A., the profession in that State has failed in its purpose in life. If the 
population of that class or group is increasing it also is a mark of failure, 
regardless of the fact that we believe and hold the Certified Public 
Accountant is the designation of the recognized practitioner in the United 
States.
We must not assume a “holier than thou” attitude and leave this 
matter of regulation to others; because I am sure that everyone, except 
those who are not conversant with the situation throughout the United 
States, believes it eventually must come and it will be much better for all 
concerned if it comes from us rather than from the outside.
A few years ago one of our largest states almost lost their C.P.A. law, 
one vote in the legislature deciding the issue. At the present time another 
large State is seriously considering opening their waiver clause and admit­
ting all non-C.P.A’s as C.P.A’s in order to obtain a regulatory law. I 
am sure the Illinois situation is not one that we would want throughout 
the United States. These are but a few instances which indicate the 
matter is serious and today’s major problem.
Let us be tolerant and meet this issue with open minds and a desire 
to create a profession self-governed and controlled by its members embrac­
ing in its folds all who practice; instead of awaiting the regulation which 
the public will without question through legislation hand us without our 
consideration or consent.
State Boards and State Societies, this is your problem.
Examination must meet the standards of those who practice in their 
respective states, and while not conclusive or the answer, yet to pass only 
two or three out of a class of twenty to twenty-five candidates, an average 
of 10% to 15%, it does indicate something is wrong as compared with the 
bar, medical and other professional examinations.
State Societies must also make it their objective, to have all practic­
ing C.P.A’s members of that organization and see that it is accomplished.
This matter of regulation will not be settled by by-laws, resolutions 
or motions but by clear thinking and intelligent action on the part of the 
profession as a whole.
(From The Minnesota Certified Public Accountant, October, 1934)
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C r e d i t  A s p e c t s  o f  t h e  N e w  D e a l
by H e n r y  H . H e i m a n n ,  Executive Manager, National Association of Credit Men,
New York City
FOR some time, we in our organization, and I, individually, have been very 
much interested in getting the current re­
action of business men to the Administra­
tion’s policies. I have felt, as I think a 
great many of you feel, that we can’t prop­
erly interpret or appraise just what is on 
the minds of business men through pro­
nouncements of some of the business or­
ganizations. I thought, therefore, that an 
organization such as yours, or an organ­
ization such as ours, one that had no par­
ticular iron in the fire, that sought no par­
ticular benefit to any one industry but 
could appraise things in an unbiased and 
unprejudiced manner, might, through its 
membership, learn the reaction of the 
nation and really get an up-to-the-minute 
idea as to what was in the minds of busi­
ness interests.
Accordingly, I sent out a questionnaire 
to a cross-section of our membership. I 
asked six questions, and because I thought 
it would be of interest, I am going to read 
to you the summation of their replies and 
at the same time make some comment upon 
these questions. It is fair to state these are 
views as of the end of September.
The first question that I asked was, “Do 
you believe the possibilities of inflation are 
growing or declining?” The answer was, 
nine to one, that inflationary possibilities 
are felt to be growing. That gave us no 
element of surprise.
The second, and more important ques­
tion to my mind, was: “What are you 
doing to hedge against inflationary pos­
sibilities?” Here is something that did 
surprise me somewhat, because I didn’t 
believe it was so widespread. The answer 
came back that forty per cent were stock­
ing inventories in a very material manner. 
You people in your work can check on 
that.
I broke down that answer into sections 
of the country and I discovered that the 
replies held uniformly throughout the va­
*Address at annual meeting of The American 
Society October 3, Atlantic City, N. J.
rious sections, that is, the East, the South, 
the Mid-West and the Far West.
It was also significant in those replies 
to note that some of the industries that do 
an international business were hedging by 
not drawing down their foreign balances; 
in other words, they were paying the cost 
of manufacture in this country, shipping 
the goods abroad, allowing the foreign bal­
ances to accumulate abroad, which is an 
indirect flight of capital. That, it seems 
to me, is also significant.
The third question was an appraisal of 
the N R A : “What is the reaction of NRA 
in your territory ?” That question was an­
swered 48 per cent, favorable, and 52 per 
cent, unfavorable.
When I split that into sections, I dis­
covered the East was a little more favor­
ably inclined to the NRA than the West, 
and, taking the agricultural section as a 
whole, I discovered that the unfavorable 
comment was two to one against the NRA 
in the farm regions.
A fourth question I asked w as: “Is your 
firm Code-happy ?” I discovered that fifty- 
five per cent replied in the negative and 
that forty-five per cent replied in the af­
firmative.
The next question: “Do you believe the 
Fall elections will influence business to 
any great extent?” About forty per cent 
replied that they doubted that it would 
have a great deal of influence, but fifty-five 
per cent said that the Fall elections would 
have a tremendous influence upon busi­
ness. In asking that group whether that 
influence would be favorable or unfavor­
able, the replies came back, five to one, un­
favorable. I will leave to your own im­
aginations the conclusions that you can 
draw from that.
Question Six: “Has Section 7-A aided 
or hindered the labor situation in your 
business?” The replies were divided; 
fifty-five per cent indicating it had had no 
effect, these replies coming largely from 
the smaller communities where there is no 
union problem. About 40 per cent of the
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replies, coming from those communities 
where there is a union problem, stated that 
Section 7-A had had a very disastrous ef­
fect upon their labor situation. Less than 
10% said it had been helpful.
Those were the questions that were sub­
mitted. I give them to you because they 
are of intense interest to me. Now to my 
subject, “Credit Aspects of the New Deal.”
There are so many new phases of the 
New Deal, that we might as well begin 
with the NRA. The tendency of the NRA 
with respect to credit has been credit 
restriction.
Many business interests have felt that it 
would be to their advantage to try to get 
their business more nearly on a cash basis. 
I do not believe that is a broad view to 
take of sound business development, but 
time and again, in Washington, demands 
by certain industries sought to very mate­
rially restrict the credit terms in their in­
dustry and, not infrequently, to have their 
industry work towards a cash basis.
Why do I believe that that is not good 
for the sound promotion of business? 
Simply because, if you place business upon 
a cash basis, the possibility of volume dis­
tribution vanishes. The higher your credit 
technique is developed, the greater your 
progress. I would ask you to think of 
nations that have no credit and you will 
find those nations to be the most backward. 
Barbaric nations practice barter, deal in 
tokens, have absolutely no credit technique 
developed. But the most intellectual and 
the farthest advanced nations possess a 
highly developed credit technique.
The same thing holds true in business. 
You could never have expanded the busi­
ness of this nation, unless you had enjoyed 
a parallel credit development. Consequent­
ly, when a Code sought to restrict the use 
of credit, beyond getting it down to a 
sound basis, I believe that it was short­
sighted inasmuch as it restricted the vol­
ume that was possible within an industry.
Another section of the New Deal is the 
AAA. Insofar as those crop payments 
have translated themselves into liquidation, 
in the various territories, in the payment 
of taxes, no doubt those payments have 
been helpful, but when I think of the 
AAA, I like to illustrate it by a personal
experience.
In my travels about the country, I have 
long since learned that if I want to get the 
philosophy of any particular territory that 
I can never expect to get it in the Pullman 
car. There I find my fellow-New Yorker 
of the salesman type, who is apt to be set­
tling the world’s problems in the Pullman 
car. So, when I want the philosophy of 
the community through which we are 
passing, I go into the day coach.
On a trip, recently, in the South, I went 
into the day coach and met a farmer. I 
introduced myself and he told me this 
story:
“Mr. Heimann,” he said, “I just got a 
check from Uncle Sam for plowing under 
cotton for about $380. It is kind of funny 
about that check. Uncle Sam, he don’t 
produce anything. He goes around and 
collects money. I told my wife, Mary, 
about that check and that I didn’t feel kind 
of right about it. I said, ‘Mary, I don’t 
know what to do with that check. I think 
I am going to sleep over it.’
“So,” he said, “I slept over it, and the 
next morning I said, ‘Mary, I think I have 
made up my mind what I had better do 
with that check. I am going to put it in 
the bank and let it draw interest’.”
Then he said to me, “Mr. Heimann, as 
I told my wife, Uncle Sam doesn’t produce 
anything, and some day, somehow, he is 
going to come around and want it back!” 
If these payments have been helpful to 
the credit structure in the liquidation of 
some past due accounts, it has also been a 
measure of helpfulness to the banks. How­
ever, let us not forget the fact that the 
credit reserve of the country is drawn on 
to the extent of such helpfulness.
Next is the Unemployment Relief. I 
think we would get much further in this 
country, perhaps solve our problems a lit­
tle more quickly, if some of the so-called 
conservative business men, who have been 
properly or improperly referred to as 
Tories, would admit that some of the 
things that have gone on in the past have 
been just as wrong as some of the things 
that may be taking place now.
When they say they want to get back to 
normal, then I say, Heaven forbid that we 
ever get back to a normal such as we ex­
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perienced in ’26, ’27 and ’28! If we will 
admit that and start on that premise, then 
we can properly say that the pendulum 
may have swung too far to the other ex­
treme and there is a measured stroke beat­
ing somewhere in the center that may 
mean our salvation.
As to the problem of taking care of this 
army of unemployed, no man, in a nation 
as rich as this, I think, can deny that we 
cannot allow people to starve. None of 
us should object to what has been done in 
that regard, nor to what we must reason­
ably do in the future, but we must exercise 
great care in the manner and method of 
our relief. The thing that we must watch 
is to see that we don’t help these people to 
the point where we destroy all initiative 
and prevent them from getting jobs, or 
from looking for jobs, simply because jobs 
may be difficult to find.
As to the credit aspects of that relief, it 
has translated itself into, perhaps, im­
proved conditions in the retail business by 
a certain flow of necessitous goods. But 
here again if we are honest with ourselves, 
we must admit that is not the type of 
credit that promotes sound business. 
Sound credit arises out of commercial 
transactions, not in advance of commercial 
transactions. When you draw arbitrarily 
upon the storehouse of credit, you simply 
deplete your granary without definite pro­
vision for replacement.
The RFC, no doubt, has been very help­
ful to the credit situation. You know, 
without my telling you, of the helpfulness 
extended to the banking institution. This, 
in turn, has permitted a natural, normal 
flow of credit of a certain degree that 
heretofore has not been permitted. But 
there again, the money has been furnished 
by the citizens through the medium of the 
Government. Just as frequently as you 
tap that source for credit by the Govern­
ment, you eliminate the private source of 
credit for other operations.
One other thought I want to leave with 
you on just this one thing, before I go 
into other matters, and that is, the problem 
of the unemployed. In my opinion, what 
we have been doing in the last year and a 
half is using a shotgun remedy when what 
we need is an aim for the bull’s-eye. Put
three million men back to work in the dur­
able goods industry and we begin to solve 
the unemployment problem.
The unemployed of the consumption 
goods industry depend entirely upon the 
employed in the durable goods industry. 
Why have we had difficulty in putting 
them back ? Well, many have said it is be­
cause of the stock regulations. People who 
contend that, I believe, are on the wrong 
premise. All of us must admit that stock 
regulation was necessary, although, per­
haps, not to the extent we have it now.
In my mind, there isn’t any money ceas­
ing to flow because of those regulations. 
If credit is not flowing, it is due to the 
fact that there is no commercial need for 
it, but why is it ceasing to flow into bonds 
which are the very lifeblood of the durable 
industries? Because of monetary uncer­
tainty. No man is going to invest in an 
equity today if he does not know just what 
he is going to get back two, three or six 
months or a year from now. The result is 
an impossibility to float a bond issue with­
out a convertible clause in it allowing the 
purchaser of that bond to convert it into 
common shares.
The durable goods industry’s very life, 
because it requires long-range financing, 
is the sale of bonds. Consequently, if we 
could bring about monetary stabilization, 
we would find, I sincerely believe, the un­
employment problem considerably les­
sened.
What effect would that have upon the 
circulation of credit? To my mind, it 
would start a natural stream of credit 
flowing into every section of the country.
I would like to have you think of a 
credit stream somewhat like the Missis­
sippi River. Up in Minnesota, at its 
source, it is but a small stream. As it flows 
along, there are other streams feeding it 
until, when it gets down in New Orleans, 
it is wide and irresistible.
Suppose that in the Mississippi River 
you were to erect a dam five miles from 
the source holding back most of that 
stream, just as has been done in the credit 
streams internationally, where have been 
placed all of these various nationalistic 
tariffs; suppose, a little further along, 
some one organization diverted from that
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stream almost all the remaining flow of 
water, just as we are doing today through 
our Government; suppose even a little fur­
ther along than that we dammed up one 
of the big contributary streams, such as 
the Missouri. You soon would have a 
stream that would be almost dry.
The credit stream is comparable to the 
Mississippi River. Allow it to flow nat­
urally, unimpeded, without these barriers, 
without these restrictions, and I think you 
will find, as it flows along, it will bring to 
the commercial banks the fertility that is 
necessary in order that industry may make 
progress.
The farm bond situation and its influ­
ence upon credit has been one of the most 
helpful things that has been done. I would 
appraise that as one of the sound, conser­
vative moves that have been made, not 
that the securities are such that we would 
appraise too highly, but this helpfulness 
given out in the farm districts has, I am 
certain, made liquid, in the farming sec­
tion, many retail accounts, and has brought 
to those communities a new hope and en­
abled them to move on rather than all go 
through bankruptcy.
In connection with the new farm help­
fulness, let me give you what I think is 
the most vicious of that part of the New 
Deal legislation that has had to do with 
the destruction of credit. I refer to the 
Frazier-Lemke Bill, which has been held 
unconstitutional, wherein a mortgagor had 
the right, or the farmer had the right, to 
maintain his farm at present appraised 
value without making any payments save 
a few token payments. Thus the rights 
of the man who loaned him the money are 
almost swept aside for a period of four 
or five years.
Why do I say that was the most vicious 
of all legislation touching credit? If we 
have legislation of that kind, where are 
the farmer’s son and his grandson going to 
get credit? No man will extend credit 
when his rights are going to be denied by 
legislation, rights that are inherently his 
by the Constitution.
Those of us who have visited in the 
Northwest and have come up against the 
moratorium law will realize that that sec­
tion was, for a time, almost upon a strictly
cash basis. Being upon a cash basis, the 
country was impoverished. Conditions 
were very severe in that section, and yet 
the Governor, who put the law into effect, 
felt he was doing the farmers a benefit 
when, as a matter of fact, what he was 
doing was destroying all possibility in the 
future years of either that farmer or his 
children or their children getting credit.
Credit is not something that can be taken 
out of the thin air. Credit arises out of 
commercial transactions. How frequently 
I have stated that to men in our legislative 
fields! We speak of pumping out credit, 
but you cannot pump out credit. If you 
pump out credit, you are in the same posi­
tion as a man who goes to the mint and 
says “Melt that brass bullion into twenty- 
dollar gold pieces.”
Could he take the resultant brass coins 
and get twenty dollars in currency? He 
could not. That is exactly what happened 
in ’27, ’28 and ’29. We minted in this 
country false credit. With what result? 
The moment we tried to translate that 
credit into terms of assets of real value, 
we faced disaster.
Credit is something, let me repeat, that 
arises out of commercial transactions. I 
cannot grant you credit. I can accept 
your credit, but I can’t grant it. Credit is 
something that you possess and if I make 
a loan to you, I accept your responsibility 
and your credit. It is the angle of ap­
proach to the credit problem  which some­
times seems to me to be faulty.
The consequence is that the natural, nor­
mal development in certain lines is held 
back.
The effect of Federal housing credit 
cannot help but do some good. I have 
been really surprised at the fine showing 
made by Mr. Moffett, and yet, I can’t help 
but feel the final results will fall short of 
the expectations, for the simple reason 
that if a man is worthy of having his 
credit accepted for a thousand or two 
thousand dollars, he would probably get it 
accepted without going through the me­
dium of the Government.
I have touched upon a few of these 
New Deal phases with respect to credit. 
Let me say just this to you, who are ac­
countants. I am sure you people realize,
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as I  realize, that whether we like it or not, 
whether it is popular to say it or not, that 
certain of our industrialists do not repre­
sent what we may consider the funda­
mental, sound business representative of 
this country. I  am certain you recognize, 
as I do, some of the older organizations 
have made so many errors in the past, that 
organizations such as yours and such as 
mine, organizations that have no direct 
interest, no axe to grind, must be relied 
upon in the next few years to steer busi­
ness on a safe and sane course. You men 
are a vital help to us. W e rely upon you 
when we appraise credit responsibility. It 
is our desire, and the desire of my organ­
ization, to cooperate most closely with you.
You men realize, as we believe to be a 
fact, that if we can get some reasonable 
degree of monetary certainty (and you 
cannot answer that problem just as readily 
as some of the resolutions would suggest 
that you can because, in a measure, it is 
dependent upon the cooperation you are 
going to get from Europe) there is a flood 
of pent-up business that would be released
which would immediately translate itself 
into durable goods, into reemployment and, 
once again this nation would move for­
ward to bigger and better things.
I am never much concerned with the 
stories I hear of overproduction. I am 
never much concerned when I am told that 
this time we have no new industry to pull 
us out of the fire. I take no stock in the 
fact that we have no new frontiers for 
we have tremendous frontiers. I take no 
stock in the fact that our situation today 
is so impossibly different, may I put it 
that way, than it has been before.
I do believe that if we can control these 
things so there is a reasonable measure of 
confidence restored, such as was restored 
at the beginning of the present Adminis­
tration, before there was a drift to social 
reform  rather than to economic thinking, 
that you and I will look back upon this 
period as merely a resting period in which 
the trials and tribulations were difficult, 
indeed, but one from which again we 
moved forward only to reach newer 
heights and better goals.
D e p r e c i a t i o n  P o l i c y  o f  t h e  B u r e a u  o f  
I n t e r n a l  R e v e n u e  i n  C o n f o r m i t y  
w i t h  T r e a s u r y  D e c i s i o n  4 4 2 2 *
b y  D. W. M a r t i n , Chief of Timber Section, Bureau of Internal Revenue,
Washington, D. C.
DE P R E C IA T IO N  as it relates to Fed­eral income taxes has become a 
problem of increasing importance and has 
been the subject of a considerable amount 
of publicity in recent months. It is be­
lieved desirable, therefore, to review the 
events which have led up to the promulga­
tion of Treasury Decision 4422 and to 
outline briefly what it contemplates.
On December 3, 1933, the Sub-Com­
mittee of the House Committee on Ways 
and Means in its consideration of revenue 
legislation issued a report which included
* Address at annual meeting o f O hio Society 
o f Certified Public Accountants, Cincinnati, 
September, 1934.
a statement that deductions on account of 
depreciation had been increasing for years, 
and for the year 1930, depreciation de­
ducted on the income tax returns of those 
reporting net income amounted to 28.2% 
of the net income before depreciation. The 
report stated that depreciation deductions 
did not represent a current cash outlay and 
could, therefore, be deferred without in­
justice. The Sub-Committee then recom­
mended a reduction of 25% in the depre­
ciation deductions of all taxpayers for the 
years 1934, 1935 and 1936.
The Treasury Department opposed on 
several grounds this arbitrary reduction 
and Secretary Morgenthau in letter dated
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January 28, 1934, urged that the situation 
could be more equitably remedied through 
proper administration measure than 
through legislation. Since the attitude of 
the Treasury Department with regard to 
this matter is clearly set forth in Secre­
tary M orgenthau’s letter, it is believed im­
portant to read its entire contents.
January 26, 1934. 
“Hon. Robert L. Doughton,
Chairman of Committee on Ways and 
Means,
House of Representatives, 
Washington, D. C.
My Dear Mr. Chairman:
“In  connection with the consideration 
now being given by the Ways and Means 
Committee to the inclusion in the pend­
ing revenue bill of some provision limiting 
or restricting the amount of deductions 
that may be allowed for depreciation, I be­
lieve it important that your committee 
should be informed regarding the action 
now proposed by the Bureau of Internal 
Revenue with respect to that subject.
“Section 23 (k ) of the Revenue Act of
1932 grants as a deduction ‘A reasonable 
allowance for the exhaustion, wear and 
tear of property used in the trade or busi­
ness, including a reasonable allowance for 
obsolescence.’ In interpreting this section, 
Article 205 of Treasury Regulations 77 
provides that: ‘While the burden of proof 
must rest upon the taxpayer to sustain 
the deduction taken by him, such deduc­
tions will not be disallowed unless shown 
by clear and convincing evidence to be 
unreasonable.’ Acting under these pro­
visions and the corresponding provisions 
of prior acts and regulations, the Bureau 
has attempted to check the amount of de­
preciation deductions taken in income tax 
returns by an investigation through its 
field officers of the records of taxpayers 
and by the preparation of detailed and 
often burdensome depreciation schedules 
which are ordinarily necessary before 
judging the reasonableness of the deduc­
tion. In  proceeding in this manner the 
Bureau has been handicapped in at least 
two important respects. First, the vol­
ume of this work has been such as to 
preclude the preparation of proper sched­
ules in many cases. Second, the Bureau 
has been placed in the position of having
to show by clear and convincing evidence 
that the taxpayer’s claim was unreason­
able, a particularly difficult matter since 
the determination of the useful life  of 
assets and the consequent rates of depre­
ciation is largely within the taxpayer’s ex­
perience.
“The Bureau has for several months 
had under consideration more effective 
means of administering the depreciation 
provisions. This study has shown that 
through past depreciation deductions many 
taxpayers have (as shown by facts now 
known to exist) built up reserves for de­
preciation which are out of proportion to 
the prior exhaustion, wear and tear of 
the depreciable assets. If  past methods 
are continued, the amount representing 
the basis of the assets will be completely 
recovered through depreciation deductions 
before the actual useful life of the assets 
has terminated.
“In order to overcome this condition 
the Bureau proposes to reduce substan­
tially the deductions for depreciation with 
respect to many taxpayers in various in­
dustries, so that for the remaining life of 
the assets depreciation will be in effect re­
duced to the extent that it may have been 
excessive in prior years.
“It is intended that this end shall be 
accomplished, first, by requiring taxpayers 
to furnish the detailed schedules of depre­
ciation (heretofore prepared by the Bu­
reau), containing all the facts necessary 
to a proper determination of depreciation; 
second, by specifically requiring that all 
deductions for depreciation shall be limi­
ted to such amounts as may reasonably 
be considered necessary to recover during 
the remaining useful life of any depreci­
able asset the unrecovered basis of the 
asset; and, third, by amending the Treas­
ury regulations to  place the burden of sus­
taining the deductions squarely upon the 
taxpayers, so that it will no longer be 
necessary for the Bureau to show by clear 
and convincing evidence that the taxpay­
er’s deductions are unreasonable. These 
changes will increase the revenue substan­
tially, and, although difficult to estimate, 
records indicate that the amount of the 
increase in revenue will equal that which 
would result from the proposal of the 
Ways and Means Committee.
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“Although the studies of depreciation 
made in the Bureau bear out the conclu­
sion of the Ways and Means Committee 
that as a whole the deductions taken for 
depreciation in the past have been exces­
sive when considered in the light of the 
facts now known to exist, it is the opinion 
of the present Bureau officials that the 
situation can be more equitably remedied 
through proper administrative measures 
than through legislation which would arbi­
trarily reduce each and every taxpayer’s 
depreciation allowance by a certain per­
centage, whether or not the allowance may 
have been excessive for past years. I con­
cur in this opinion, and I therefore urge 
that the matter be rested on proper admin­
istration rather than on legislative action.
Very truly yours,
(Signed) H e n r y  M o r g e n t h a u , J r .
Secretary of the Treasury.”
Recognizing the fairness of the position 
taken by the Department and relying on 
the assurance of proper administration, 
Congress refrained from making any 
statutory changes affecting depreciation 
deductions.
The Department promptly issued Treas­
ury Decision 4422, which requires that 
taxpayers claiming deduction for deprecia­
tion must furnish full and complete in­
formation with respect to the cost or oth­
er basis of the assets in respect of which 
depreciation is claimed, their age, condi­
tion and remaining useful life, the portion 
of their cost or other basis which has been 
recovered through depreciation allowances 
for prior taxable years, and such other in­
formation as the Commission may require 
in substantiation of the deduction claimed.
Following the promulgation of Treas­
ury Decision 4422, The Bureau of In ter­
nal Revenue on April 4, 1934, issued 
IT  :A&C—Mimeograph Coll. No. 4170, R.
A. No. 714, which gives the instructions 
necessary for the proper preparation of 
the information required in support of de­
preciation deductions. Before preparing 
the data requested in any case, this Mime­
ograph should be carefully studied, since 
in it will be found the answers to many of 
the questions which are bound to arise in 
connection with the requirements of 
Treasury Decision 4422. An examination
of the Mimeograph will indicate, for ex­
ample, that no taxpayer is required to 
furnish further data in connection with 
depreciation deductions, unless officially 
requested to do so by an agent of the 
Bureau. Revenue agents and other exam­
ining officers are instructed to review each 
case to insure the necessity of schedules 
before requesting their preparation and 
officials of the Bureau have been especially 
cautioned to observe the following instruc­
tions contained in the Mimeograph:
“If  upon the review of the return of 
any taxpayer, it is apparent that the de­
duction claimed for depreciation is a 
very minor factor in determining net 
income, or that the facts indicate con­
clusively that the deduction claimed in 
the return is not in excess of the cor­
rect amount, or where it is clearly evi­
dent that no taxable income will be de­
veloped, the schedules need not be fur­
nished for such year.”
Likewise, it will be found if the infor­
mation filed in connection with prior year 
returns meets the present requirements, it 
will not be necessary to duplicate that in­
formation.
It should be evident, therefore, that 
taxpayers who have taken clearly reason­
able depreciation deductions for all years 
will not have to prepare schedules to com­
ply with Treasury Decision 4422, and 
other taxpayers will not have to duplicate 
information already on file.
For those taxpayers who are required 
to file schedules, instructions are given for 
their preparation. In connection with the 
form of schedule to be used, the follow­
ing statement appearing in the Mimeo­
graph is important to those called upon 
to prepare them:
“The accompanying form of schedule 
has been prepared for use in compiling 
the information required, and while it 
is believed applicable to most cases, any 
form that will clearly set forth the in­
formation required may be used in or­
der to substantiate the cost or other ba­
sis of the property and the depreciation 
claimed.”
The preparation of the information 
called for in the schedule is intended to 
furnish a picture of the past history of 
the asset and depreciation reserve accounts
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as previously determined for income tax 
purposes, or in other words, an analysis 
of the costs and reserves with respect to 
the depreciable property. The schedule 
that will best give this picture is ordinarily 
the one to use. The basic information 
requires only four columns to include 
charges and credits to the asset account 
with the same for the depreciation reserve 
account, other columns should provide for 
totals or rearrangements to facilitate the 
computation under certain methods of 
computing depreciation. I f  the taxpayer 
has no decided choice in the m atter of 
schedules, it is believed desirable that the 
one accompanying the Mimeograph be 
conformed to.
A fter the schedule has been prepared, 
the instructions contained in the Mimeo­
graph are to be followed. These instruc­
tions are:
“If, upon examination and verifica­
tion of the schedule, it is found that the 
cost or other basis of any depreciable 
property has been fully recovered 
though the property is still in use or 
where the reserve as provided is higher 
than is justified by the actual physical 
condition of the property, it will be pre­
sumed that the depreciation rates al­
lowed in the past have been excessive. 
A fter careful consideration of the in­
formation filed in accordance with the 
requirements of this mimeograph, the 
examining officer should follow the pro­
visions of this mimeograph and of 
Treasury Decision 4422 in determining 
rates of depreciation for the years un­
der consideration.”
In  effect this requires the determination 
of the unrecovered cost of the assets still 
in service and its apportionment ratably 
over the estimated remaining useful life. 
As a m atter of fact, this can only be ac­
complished exactly where one asset is un­
der consideration, however, it is not in­
tended, in order to conform to Treasury 
Decision 4422, that the asset account must 
be broken down into item accounts. I t  is 
perfectly satisfactory and even desirable to 
consider groups of assets having approxi­
mately the same average lives. Under 
this system, the determination of the av­
erage life of all of the assets in the group 
is involved instead of the life of each
item, which means the saving of a mass 
of accounting detail.
The fact that the Bureau is permitting 
depreciation accounting based on average 
introduces a new conception in regard to 
the accounting for retirements of prop­
erty. This principle is stated in the 
Mimeograph as follows:
“W here an account contains more 
than one item it will be presumed that 
the rate of depreciation is based upon 
the average lives of such assets. Losses 
claimed on the normal retirement of 
assets in such an account are not allow­
able, inasmuch as the use of an average 
rate contemplates the normal retire­
ment of assets both before and after the 
average life has been reached and there 
is, therefore, no possibility of ascertain­
ing any actual loss under such circum­
stances until all assets contained in the 
account have been retired. In order to 
account properly for such retirements 
the entire cost of assets retired adjusted 
for salvage, will be charged to the de­
preciation reserve account, which will 
enable the full cost or other basis of 
the property to be recovered.”
The principle or average life rates ap­
plies to accounts having only one type of 
assets as well as to accounts containing 
numerous assets of different types. To 
illustrate, an electrical company may have 
an account containing 100,000 poles for 
which past experience indicates that some 
poles will be retired the first year in ser­
vice with an increase in the number of re­
tirements up to the time the average life 
is reached and a decrease in the number 
of retirements thereafter. The longest 
lived poles in the account may be 30 years 
(the maximum life), while the average 
life of all the poles may be approximately 
20 years. Another example may be cited 
of a machinery account made up of mo­
tors, lathes, pumps, etc., for which the 
estimated average life of all the items is 
20 years, the average life rate being 5%. 
In this account some of the equipment 
may be retired or discarded within 10 
years while some of the machinery may 
last as long as 33 years. I f  the average 
life is considered to be 20 years, experi­
ence would show that some items of 
equipment will be discarded before the
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twentieth year and other items afterwards. 
In  neither of the above illustrations would 
there be any loss allowable on the equip­
ment retired unless all of the assets in 
the account have been retired or aban­
doned and full recovery of the capital has 
not been had through prior deductions.
In order to provide for retirement loss 
accounting for those taxpayers desiring 
this form, it has been provided that losses 
may be taken in single items accounts or 
in classified accounts, where it is the con­
sistent practice of the taxpayer to base the 
rate of depreciation on the expected life 
of the longest lived asset contained in the 
account.
In the illustration previously given where 
the maximum expected life of the longest 
lived poles in the pole account was 30 
years, if a rate of 3½% were applied to 
the account, a loss could be taken on every 
pole retired prior to the thirtieth year. 
Likewise in the machinery account the de­
preciation rate should be 3% for use in 
determining the depreciation allowance as 
well as the loss on those assets retired 
prior to the thirty-third year.
The average life rate method as well as 
the maximum life method with losses 
tends to spread the recovery of the cost 
over the service life. In  general, how­
ever, the average life rate method gives 
the deduction somewhat sooner, is much 
easier to account for and is, therefore, 
more acceptable to taxpayers.
The Revenue Act, together with the ap­
propriate Regulations, provide for the 
computation of a  profit or loss in the case 
of casualty or sale and also allows a  de­
duction for obsolescence. Normal obso­
lescence should be provided for in the 
rate of depreciation whether the rate is 
based on average life or on the maximum 
life, but unforeseen economic changes 
which render assets obsolete, cannot be 
predicted in the depreciation rate and 
must, therefore, have especial accounting. 
It is necessary, therefore, no matter what 
method of depreciation accounting is 
adopted, to make a profit or loss compu­
tation in the three instances mentioned, 
and it is the intention ordinarily to con­
fine loss allowances to those three causes.
I t  follows, therefore, that losses on the 
ordinary retirement of assets are not al­
lowable in any case unless the rate of de­
preciation is based upon the maximum life 
and then only in item and classified ac­
counts, and that losses on any method of 
accounting may be allowed in the case of 
casualty, sale or obsolescence other than 
ordinary provided such disposition is not 
contemplated in the depreciation rate.
In conclusion it is desired to emphasize 
that the policy of the Bureau of Internal 
Revenue concerning depreciation is to ap­
prove the deductions taken in the returns 
for those taxpayers who have always tak­
en clearly reasonable amounts. W here ex­
cessive amounts have been deducted it is 
intended that adjustments will be made 
with the least possible effort and expense 
consistent with a proper determination in 
conformity with Treasury Decision 4422.
IT  : V  :T 
DW M
A n s w e r s  To Q u e s t i o n s  C o n c e r n i n g  
T r e a s u r y  D e c i s i o n  4422:
There has appeared in print recently 
several references to Treasury Decision 
4422, which indicate considerable uncer­
tainty in the minds of some accountants 
regarding its provisions. Numerous ques­
tions have also been asked by the differ­
ent revenue agent’s offices in regard to 
the application of the provisions. A num­
ber of the questions, which have arisen, 
are set forth in the following paragraphs, 
with answers in explanation of the policy 
of the Bureau with respect thereto.
Question 1—Is the Treasury Depart­
ment under Treasury Decision 4422 com­
mitted to obtaining $85,000,000 per an­
num additional revenue for the next three 
years ?
Answer—The Treasury Department is 
not committed to obtaining any definite 
figure. The assertion made in Secretary 
Morgenthau’s letter to the effect that 
“these changes will increase the revenue 
substantially and although difficult to es­
timate, records indicate that the amount 
of the increase in revenue will equal that 
which would result from the proposal of 
the Ways and Means Committee.” This 
is considered to be a fair statement of 
what is to be expected. I t  should be con­
sidered in this respect that the Bureau 
never agreed that the arbitrary 25% de­
duction proposed by the Ways and Means
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Committee would develop $85,000,000 tax 
annually for as a matter of fact it was 
believed that the amount would be much 
less. In  any event, the attitude of the 
Bureau is not to collect any certain 
amount of tax, but to collect the correct 
tax.
Question 2—W hat advice should the 
accountant give a taxpayer in regard to 
depreciation deductions in filing current 
income tax returns?
Answer—In general, taxpayers should 
be advised to include in their current re­
turns deductions for depreciation which 
are considered reasonable under the cur­
rent law and regulations. Unless the tax­
payer has been asked by an official of the 
Government to submit the information 
called for under Treasury Decision 4422, 
it is not necessary to make any change in 
the customary method of reporting the 
depreciation deductions. O f course, there 
may be specific reasons in some cases 
where the accountant should advise the 
taxpayer to make a change, but no rule 
can be laid down for each case would 
have to be considered on its merits.
Question 3—Are the three exceptions 
to the general rule that all taxpayers should 
file schedules under Treasury Decision 
4422 an indication that the Bureau is only 
interested in obtaining additional taxes, 
and will not cooperate with the taxpayer 
to determine the correct depreciation un­
less additional tax is involved?
The exceptions a re :
1. W here depreciation is a minor 
factor.
2. W here depreciation is clearly 
reasonable.
3. Where no tax will be developed 
as a result of adjustment.
Answer—The exceptions were included 
only for the benefit of taxpayers and not 
because of any attitude of the Bureau, that 
only cases involving additional taxes 
would be reviewed. It is not believed that 
taxpayers, whose depreciation deductions 
have been reasonable or where income was 
not affected, would desire to go to the 
trouble and expense of preparing sched­
ules, when no change would be involved 
for the current year. However, if any tax­
payer whose returns fall within the ex­
ceptions does desire to file the schedules
and determine the correct base and rates 
of depreciation, the Bureau will cooperate 
for that purpose.
Question 4— If information in accord­
ance with Treasury Decision 4422 has al­
ready been filed by the taxpayer, but is 
not in the form suggested by the Bureau, 
is it necessary that the schedules be re­
compiled ?
Answer—It is not necessary to recom­
pile any schedules. The information is 
what the Bureau wants and the form is 
not so important.
Question 5—Is the statement in the 
Mimeograph that where “it is found that 
the cost or other basis of any depre­
ciable property has been fully recovered 
though the property is still in use or 
where the reserve as provided is higher 
than is justified by the actual physical con­
dition of the property, it will be presumed 
that the depreciation rates allowed in the 
past have been excessive,” a denial of the 
deduction for obsolescence as contem­
plated by the Income T ax Law and Regu­
lations ?
Answer—This section of the Mimeo­
graph is not a denial of an obsolescence 
deduction. It will be noted that in any 
plant where this condition prevails, it will 
be “p re su m ed " that the rate has been ex­
cessive. Now a showing of fact contrary 
to the presumption overcomes the pre­
sumption and, therefore, this provision in 
the Mimeograph means that a taxpayer 
will have to prove his claim for a deduc­
tion of obsolescence and that is just the 
same as it always has been. In the Mimeo­
graph also appears this statement — 
“W here the taxpayer by clear and con­
vincing evidence shows that assets are dis­
posed of before the expiration of the nor­
mal expected life thereof, as for example, 
because of casualty, obso lescen ce , o th er  
than n orm al, or sale, losses on the retire­
ment of such assets may be allowed, but 
only where it is clearly evident that such 
disposition was not contemplated in the 
rate of depreciation.” This is a definite 
provision for a loss due to obsolescence 
and, furthermore, the Treasury Decision 
and the Mimeograph itself provide for ob­
solescence when the depreciation on the 
assets still in use is to be based on “the 
remaining useful life.” I f  depreciation is
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to be computed on the remaining u se fu l 
life, the rate will automatically include 
the expected normal obsolescence.
Question 6— If a composite or classified 
plant account is broken down into all of 
its items, will a profit or loss be computed 
on the retirement of each separate item?
Answer—Yes, if the rate is based on 
the longest expected life of the assets in­
volved. I f  the rate is based on averages, 
losses will not be allowed on the normal 
retirement of assets except where there is 
only one asset of like nature in the total 
property account. This m atter is really 
a factor of vital importance in the Mimeo­
graph, for the conception of whether or 
not losses are to be allowed on the normal 
retirement of assets does not depend now 
on the kind of accounts that are kept, but 
on whether or not the depreciation rate is 
based on average lives or on maximum 
lives.
Question 7 —Should taxpayers be ad­
vised to withhold settlements under Treas­
ury Decision 4422, until its principles and 
the Bureau procedure thereunder have 
been tested in the Courts?
Answer—The principles laid down un­
der Treasury Decision 4422 are a matter 
of law in so far as the 1932 and subse­
quent Acts are concerned. The 1932 Act 
states, that proper adjustment in respect 
of property shall in all cases be made:
“ (B ) In  respect of any period since 
February 28, 1913, for exhaus­
tion, wear and tear, obsolescence, 
amortization and depletion to the 
extent allowed (but not less than 
the amount allowable) under this 
Act or prior income tax  laws.
“ (C ) In respect of any period prior to 
M arch 1, 1913, for exhaustion, 
wear and tear, obsolescence, 
amortization and depletion to 
the extent sustained.”
For prior Revenue Acts, the principles 
have already been decided by the Supreme 
Court and other courts. In this connec­
tion there are only three possible situa­
tions that may arise under Treasury De­
cision 4422. They are, (1) Depreciation 
in the past has been reasonable. (2) De­
preciation in the past has been inadequate. 
(3 ) Depreciation in the past has been ex­
cessive. Obviously, Treasury Decision
4422 is not a factor where depreciation in 
the past has been reasonable for there is 
no adjustment to make. However, the 
principle that the cost should be spread 
over its remaining useful life has been 
laid down by the Supreme Court in the 
case of Ludey v. U. S. decided May 16, 
1927. In  the case of the taxpayer, who 
took inadequate depreciation in the past 
years there are numerous Board of Tax 
Appeals’ Decisions, which state that any 
insufficiencies in the past cannot be made 
up in later years. The Supreme Court 
Decision, which bears on this point is the 
case of Burnett v. Thompson Oil and Gas 
Company, decided April 13, 1931, which 
holds that a taxpayer cannot recover in 
later years, deductions that apply to prior 
years.
W here excessive depreciation was taken 
in the past and, the ded u c tio n  for the fu­
ture reduced, attention is directed to the 
case of Alpin J. Cameron v. Commission­
er, which was decided by the U. S. Board 
of T ax Appeals (8  B. T. A .) and sus­
tained by the Circuit Court of Appeals, 
first Circuit February 25, 1932, with no 
appeal to the Supreme Court. The decision 
in this case upholds the principles set 
forth in Treasury Decision 4422.
A N O N Y M O U S GOOD
I am the originator of “Anonymous 
Good.” W e are legion. This is w h a t  we 
do and all that we do: W e listen for the 
g o o d  things that are constantly being said 
about folks, behind their backs, and then 
we sit down and write them, telling them 
what we overheard. Think of receiving 
a note saying “I overheard a man say 
yesterday that y o u  are the fairest and 
squarest shooter in the state.”
“Anonymous” and “Superstition” have 
so long been associated with “Ignorance” 
that both words are now in disrepute. Let 
us redeem “Anonymous” by having it 
make millions of folks happy during the 
year.
— Anonymous.
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T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t  
A  C r i m i n o l o g i s t
b y  C h a r l e s  I. B e l f i n t , C.P.A., Wilmington, Delaware
JO H N  Q. B U SIN ESSM A N , Esquire, (he liked the title because of its 
euphony) dashed into his office on a bright 
morning, tossed his hat and coat onto a 
coat tree, threw up the windows, inhaled 
deeply and bounced himself into an office 
chair in preparation for a heavy day’s 
work. He turned his attention, first, in 
the manner of all good business men, to 
the morning mail, rustling a sheaf of bills, 
notices, letters and circulars and stopped 
abruptly when he came to an envelope 
with the name of his accountant printed 
thereon.
He reflected a moment, reviewing in 
his mind the many details of his account­
ing system, trial balances and miscel­
laneous statements and tore the envelope 
open. Being typical of the busy executive 
he commenced leafing through the pages 
of introductory comments (his comptrol­
ler will analyze these) anxious to see the 
results reflected in the usual “Exhibit—
B,” “Statement of Income and Profit and 
Loss.” However, his attention was par­
ticularly attracted to the unusually lengthy 
opening paragraph in the report. He was 
greeted with a statement that caused him 
to read and re-read and then to wonder; 
the statement read:
“Pursuant with your instructions we 
have conducted polygraph tests and 
audited the balance sheet of X. Y. Z. 
Corporation at December 31, 1950 and 
the relative profit and loss statement for 
the year ended December 31, 1950. 
The plan of audit procedure adopted in 
previous years was somewhat modified 
as due allowance was given to honesty 
tests (a  recent innovation) conducted 
by our technicians. In  view of these 
honesty tests we have foregone the usual 
procedure of examining securities, 
checking cash receipts, vouching cash 
disbursements and engaging in such
other usual detailed routine for the pur­
pose of detecting defalcations. The 
benefits of this recent innovation in 
audit procedure we are pleased to pass 
on to our clients. From  the invoice 
enclosed you will note a savings alone 
of approximately 60% in our fee as 
compared to that of last year.”
Mr. Businessman’s jaw, upon finishing 
this statement, dropped from sheer sur­
prise.
And so, no doubt would the jaw of the 
practitioner today drop on reading such 
a statement from one in the field. In  fact, 
the practitioner would be inclined to 
scratch his head and wonder in the cur­
rent vernacular just “what was coming 
off here.”
Yet it is not entirely out of the bounds 
of possibility that accountants’ reports of 
the future will contain statements similar 
to the one quoted. And, it seems likewise 
quite possible that the line of procedure 
will be somewhat along the lines that are 
alluded to in the paragraph that gives Mr. 
Businessman a delightful quiver of excite­
ment as he contemplates the lowered cost 
of his audits in the future as well as the 
fool-proof accuracy of his accountant’s 
technical and scientific procedure.
One is inclined to parallel the situation 
with that which obtained years ago in the 
time when the w riter was a boy and 
interested in things electrical. In  those 
halcyon days, the w riter was an ardent 
reader of a certain scientific magazine, the 
editor of which, in his humble opinion, he 
considered a modern Jules Verne. Inven­
tions predicted by this genius in the 
editorial chair, although seemingly belong­
ing to the realm of fantasy at the time, 
had in their favor the progressive strides 
science was making. During the fifteen to 
twenty years that followed a number of 
these fantastic predictions developed into 
practical necessities of our modem 
society.
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So we have today the speedy develop­
ment of the talking picture in place of the 
actor and the perfection of what some like 
to call “canned music” replacing the 
orchestra. Such common everyday insti­
tutions as these, and the radio with all of 
its collateral developments, in terms of 
twenty years ago, were indeed beyond the 
realm of practicability, and, to some 
people, the believable.
The writer is not prone to consider him­
self a modern Jules Verne, or even to 
venture the prediction as to what might 
happen fifteen years from now in the 
field of a profession in which he is deeply 
interested. And further, being an account­
ant, he refrains from making bold predic­
tions which are not founded on a solid 
factual basis. Yet, one cannot help but 
mildly speculate as a cemmentator on the 
tremendous possibilities in the field when 
one considers the current advances in the 
field of science which have invaded every 
type of endeavor.
It may perhaps seem that a trifle more 
time than is necessary is taken as an intro­
duction to this article. But the background 
is justified because of the speculative 
nature of the writer’s “musings” which 
have been occasioned through a perusal 
of Nealis O ’Leary’s interview with Col. 
Calvin Goddard in a recent issue of the 
L ite r a r y  D ig es t.
Col. Goddard, criminologist extraordi­
nary, discusses with Mr. O ’Leary the 
antithesis of the “third degree” by the use 
of the Keeler Polygraph, more popularly 
known as the “lie detector.”
Regarding this scientific marvel, Mr. 
O ’Leary says:
“The great value of the ‘lie-detector’ 
is that in 75 per cent of the cases on 
which it has been tried, the suspect, on 
viewing the evidence he has given 
against himself, confesses. It also 
has been very helpful in exonerating 
persons wrongfully accused. Altho it 
has been used in more than 1,400 cases, 
there is none in which the findings 
have proved to be erroneous. W ithin 
the last three years, forty-five Chicago 
banks have availed themselves of the 
‘lie-detector’ as an aid in discovering 
embezzlement among employees, with 
most satisfactory results. In the banks
where all employees, from president to 
janitor, have been examined for the first 
time, the polygraph records of from 10 
to 25 per cent of the personnel have 
indicated deception in the answers to 
questions pertaining to the taking of 
money from the institutions or from 
customers.
“Almost all such records have been 
substantiated by admissions of the sub­
jects themselves. In one instance a bank 
desired to have polygraph tests made 
upon its fifty-six employees in an effort 
to detect the embezzler of $5,000.00. 
Instead of finding one liar in the group, 
twelve were discovered. O f these 
twelve, nine confessed to embezzlements 
heretofore unknown to the bank offi­
cials.
“Not every bank employee with a 
guilty record is dismissed, because past 
experience has shown that such an em­
ployee who has confessed all his irregu­
lar practises is a ‘good risk’ not only 
because of the beneficial psychological 
effect, but, also, because he knows that 
within a year he will be subjected to a 
similar test, the outcome of which must 
be favorable in order for him to retain 
his job. The innocent man has nothing 
to fear from the ‘lie-detector,’ and the 
guilty one is afraid that his refusal to 
submit to a test will be construed as an 
admission of guilt. The Chicago police 
and other communities frequently have 
solicited the aid of this instrument. 
Colonel Goddard hopes that it soon will 
be in general use by qualified experts.” 
Going over such a statement, in mental 
retrospect, the w riter hardly feels quali­
fied to comment from a scientific stand­
point. But it is perhaps possible to draw 
certain non-scientific inferences through 
an interrogatory method of approach.
Let us then, peer into the future and 
perceive the accountant of the scientific 
age, leaving his office for that of his 
client, not only carrying his brief case of 
working papers, but also a small case con­
taining the delicate mechanism of a “lie- 
detector.” And, probably in company 
with his assistant, who has been properly 
prepared through technical study in the 
mechanics of this new instrument and the 
scientific treatment of “lie-detecting,”
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ready for their new type of work. The 
assistant to the accountant will probably be 
comparable to the present-day laboratory 
technician in his capacity as an assistant 
to the physician.
They enter the client’s office. The ac­
countant makes a survey of the account­
ing system and prepares his program of 
tentative procedure. He then proceeds, 
with the aid of his assistant, to examine 
the various employees, individually, by 
means of the “lie-detector.” The balance 
of the audit procedure (if you can call 
“lie-detecting” audit procedure) will de­
pend largely upon the results of the 
individual tests. From these tests the ac­
countant will determine to what extent he 
will deviate from the detailed plan of 
audit procedure.
Now that is one way. But, it is 
altogether possible that this treatment of 
“lie-detecting” may develop to the point 
that the present-day radio occupies; which 
precludes the necessity of having a trained 
operator turn the dials to obtain effective 
results. Is it possible that present-day 
business will maintain its own “lie-detect­
ing” clinics?
Yet, as one considers the fantasy, other 
possibilities arise. I t  is within the realm 
of consideration that, as in other fields, 
there is the possibility of “ rackets” in the 
operation of the “lie-detector” devices, so 
that their original purpose may be
diverted. It is not impossible that ingenious 
technicians in conjunction with unethical 
accountants, may band to vitiate the value 
of the “lie-detector’s” work.
Everything considered, the ramifications 
of such a method of “lie-detecting” as 
applied to the work of the accountant are 
stupendous. There are so many avenues 
of conjecture that tremendous possibilities 
loom, not the least of which is the picture 
of the mechanized method of auditing 
concerning the fear of which the writer 
has no apprehensions. Regardless of the 
extent to which we may bring science and 
mechanics to bear on the field of auditing 
and accountancy, the human factor will 
always predominate. The success of ac­
countancy in the past is indicative of how 
the profession will adjust itself in the 
future to new conditions.
The possibilities seem alluring. Not the 
smallest interest lies in the application of 
scientifically precise methods to the pre­
cision and exactness that the field of ac­
countancy demands. Yet, when and if the 
new scientific methods arrive, such as the 
writer speculates on in this brief article, 
he is certain that the profession will be 
ready for them and will use and adapt 
them to the best needs not only of the field 
itself, but in the highest interests of in­
tegrity and honesty as well as accuracy of 
business itself.
S e c u r i t i e s  a n d  E x c h a n g e  C o m m i s s i o n *
by J o s e p h  P. K e n n e d y , Chairman, Washington, D. C.
M Y friends: Here, in Boston, I am home. This is “my own country”— 
the place where my parents lived; where I 
was born and educated; where I was m ar­
ried and where I made my entry into busi­
ness. Under the gospel of the good neigh­
bor I felt that my discussion of the activ­
ities of the Securities and Exchange Com­
mission, over which I have the honor to 
preside, should be in answer to your warm
*  Address at special luncheon meeting o f the 
Boston Chamber o f Commerce, November 15,
1934.
invitation. And under that gospel I ask 
your help—the help that government 
needs from every man and woman; sup­
port unqualified and wholehearted in the 
good we are trying to d o ; and suggestions 
and criticism of how that good may be 
made better. There is real work to be 
done and we want your aid in doing it.
W ith the exception of a brief outline of 
policy I made before the National Press 
Club in W ashington shortly after I was 
sworn in, I have made no speeches. My 
own preference would be to make none
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now. I prefer to let our record speak. 
That record is in the making. It is far 
from completion but it is far enough along 
to show clearly one thing: There is no 
Right or L eft in the processes of the Se­
curities and Exchange Commission. All 
we are trying to do is to go forward.
I shall direct my words to the end of 
having you see the vista as we see it—a 
road down which you can travel without 
difficulties.
The Commission was established by an 
Act of Congress “to provide for the regu­
lation of security exchanges and over-the- 
counter markets” and “to prevent frauds 
in the sale of securities.” That is a charter 
to which we feel you can subscribe.
It has been asserted that the security 
business is “the most important branch of 
business in the country from the stand­
point of direct and indirect influence . . . 
upon the welfare of our population.” I 
stated publicly three months ago that the 
sixteen million security holders who came 
into existence indirectly as a consequence 
of the Liberty Loan campaigns had a di­
rect claim upon their Government,—a def­
inite right to be protected from improper 
financial practices. I said then, and I say 
now, that no man dare assert that these 
investors are not entitled to the govern­
mental supervision they have sought and 
are even now seeking in seemingly endless 
communications to the Commission.
It is to business men like yourselves 
that the investor and the government 
which seeks to protect him must look. In  
our complicated economic structure the 
business corporation is the vehicle through 
which the trade and commerce of the 
country is carried on. Those business cor­
porations, or joint stock companies, are 
owned by millions of security holders. 
And, I think it will interest you to know 
that a recent study of seventy-five Amer­
ican business corporations revealed the 
fact that 88.8% of all the stockholders 
own less than 100 shares each. The aver­
age American stockholder obviously is a 
man of such small means that he needs 
governmental protection.
The real economic revolution in this 
country in recent years has been the 
change from the days of the closed cor­
poration, when only a few hundred thou­
sand people owned securities, to the exist­
ing situation wherein one person in every 
ten and one family in every three has a di­
rect stake in the nation’s business cor­
porations. Often the real owners of a 
corporation do not control it.
It has been demonstrated that in the 
case of many of the largest corporations 
in this country complete control of the 
entire property is held by persons owning 
less than one per cent of the stock of the 
company. Very often through the use of 
holding companies, complete control of a 
large operating unit can be maintained by 
an ownership interest equal to a fraction 
of one per cent of the property controlled. 
These situations necessitated governmen­
tal supervision. So that it comes to this, 
—you members of business organizations, 
and we members of the Securities Com­
mission must protect the public’s interest 
in our corporations.
As you know our Commission has the 
obligation of enforcing and interpreting 
two statutes of Congress—the so-called 
Securities Act of 1933 and the Securities 
Exchange Act of 1934. Officially our 
duties began on September first of this 
year.
In  its first weeks the Securities and E x­
change Commission registered the various 
security exchanges of the country and the 
securities traded thereon. A fter only a 
preliminary examination it was found 
necessary to close one exchange entirely. 
Other exchanges are being examined so 
that they may be better able to insure the 
safety of the investing public. The Com­
mission is engaged in setting up forms 
for corporate auditing and accountancy 
which will insure to the investing public 
the fullest possible disclosure concerning 
the corporations whose securities are regis­
tered. W e are grateful for the cooperation 
of the vast m ajority of exchange officials 
who sympathize with the social aims of 
the Exchange Act and desire to cooperate 
in our efforts to sanitate the security m ar­
kets.
In  my last address I spoke particularly 
about the regulation of exchanges. W ith 
your permission I shall address myself 
more specifically to the problems of the 
Securities Act.
W hen the Securities Act of 1933 was
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approved by President Roosevelt, he 
stated the social evil and the hopes of this 
legislation in the following language: “If 
the country is to flourish, capital must be 
invested in enterprise. But those who seek 
to draw upon other people’s money must 
be wholly candid regarding the facts on 
which investors judgment is asked. To 
that end this bill requires the publicity 
necessary for sound investment. It is, of 
course, no insurance against errors of 
judgment. That is no function of govern­
ment. It does give assurance, however, 
that within the limits of its powers the 
Federal Government will insist upon 
knowledge of the facts on which judgment 
can be based. The new law also will safe­
guard against the abuses of high-pressure 
salesmanship in security flotations. It will 
require full disclosure of all the private 
interests on the part of those who seek to 
sell securities to the public.”
Now gentlemen, the Securities Act 
does not put the Government into business 
as a judge of values. It does not advise; 
it does not approve. W hat does it do, you 
may ask? The Act provides a department 
with which must be filed information sub­
mitted by corporate officers in answer to 
required questions. Before you can be 
asked to invest your money in a business, 
there must be a record in W ashington of 
the important facts which should guide 
your judgment. And at the time of a 
prospective sale the law requires that you 
be furnished a copy of these important 
statements. The tru th  of these facts can­
not be guaranteed. There will always be 
people to whom an oath is meaningless. 
There will always be problems of bad 
management. However, in the usual case 
these statements will be reliable guides 
upon which the value of a security can be 
judged and by which the investor may 
decide with prudence whether or not he 
shall entrust his money to such an enter­
prise. But little reflection is required for 
you to appreciate that in a country as 
vast and complex as ours no government 
could supervise the investment business to 
the extent that it would guarantee the 
truth of every statement made in the 
course of a capital issue. The Act now 
makes deception more difficult and more
perilous, detection more likely, and con­
viction more certain. It imposes upon the 
dishonest corporate official the burden of 
civil liability which should act in most 
cases as a deterrent to fraudulent sales of 
securities.
I cannot be too insistent in impressing 
upon your minds the magnitude of the 
task of preventing fraudulent transac­
tions. For years the crafty security sales­
man has operated with marked success 
throughout the land.
The latest reports of the Securities 
Division of this Commonwealth for the 
year ended November 30, 1933, showed 
that during that period $204,437,688 par 
value of securities were denied sales privi­
leges in this State. Since the passage of 
the Securities Act in Massachusetts a 
total of two and three-quarter billion of 
questionable securities have been similarly 
prohibited. (August 26, 1921-November 
30, 1934.) Your Better Business Bureau 
here estimates that the annual loss in this 
State of Massachusetts is approximately 
fifty million dollars. And the conditions 
cited are not peculiar to New England.
But I say to you, as one practical busi­
ness man to another, that where local laws 
neither hold a securities dealer to effective 
responsibility nor require proof of merit 
in each security registered, and where 
stock exchanges can be utilized by dis­
honest dealers to facilitate the peddling of 
their wares off the exchange but on the 
strength of the exchange quotations in 
the security, the community thus exposed 
to fraud and manipulation should welcome 
the Securities and Exchange Act of 1934 
and the Commission it created.
The danger is not that we will inter­
fere too often but that we may act too 
late. That is why I appeal so frankly to 
you business men. You can help us. The 
protection of the investor in your midst is 
at least to your interest. To us it is a 
“congressional mandate.” But our job 
will be better done and your interest will 
be better protected if, by alert and vigilant 
cooperation, you business men share our 
task.
The cooperation we ask of you we ask 
likewise of every other community in the 
country. But with respect to you in par­
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ticular, we feel that our record of per­
formance in this community (of encour­
aging and facilitating reputable transac­
tions and of hindering, delaying and stop­
ping the disreputable) entitles us to your 
support.
Have no fear that government supervi­
sion will destroy honest enterprise. I real­
ize that it is human to fear change. From 
the beginning to the end of a man’s life 
instinctively he resists changes that con­
front him as the years unfold. It is so in 
business and in public life. The creation 
of the Interstate Commerce Commission 
control of railroads in 1887 would, it was 
feared, convert trans-continental railroads 
into “streaks of rust.” The creation of 
the Federal Reserve Board in 1914 would, 
it was feared, destroy banking initiative. 
The safeguarding of life insurance was 
fought as being dangerous.
Yet the fact is that the period of great­
est railroad prosperity occurred under the 
regime of the Commerce Commission and 
certainly the banking business had never 
known such an era of prosperity as in the 
decade following the establishment of the 
Federal Reserve System. The general 
feeling is that recent banking troubles re­
sulted from too much individual banking 
initiative. And the great insurance com­
panies now are thankful for the laws they 
once opposed.
The same kind of baseless fears arising 
from antipathy to change greets this for­
mative phase of the work of the Securities 
and Exchange Commission. These fears 
are unworthy of mature minds.
I urge you to disregard them. This 
Commission will destroy nothing in our 
business life that is worth preserving. 
You are w arranted in having confidence 
in our plans and purposes,—confidence as 
I have said “that if business does the 
right thing it will be protected and given 
a chance to live, make profits, and grow, 
helping itself and helping the country.” 
Honest business needs nothing m ore; the 
Commission promises nothing less.
Perhaps it is safe to say that the Securi­
ties Act may be looked at from two im­
portant and distinct business points of 
view—first, from the viewpoint of the 
honest business man seeking new funds 
for his enterprise, and secondly, from the
point of view of the dishonest promoter. 
As to the latter, the regulations can’t be 
too strict. Almost any strict control is 
warranted by the evil sought to be stamped 
out. But it is from the reputable people 
in the community that one hears many 
complaints about this legislation. Many 
alarmists say that the capital issues busi­
ness has been destroyed by this Act and 
will never revive under the present law. 
W hat are the specific charges hurled 
against this legislation ? Let me enumerate 
them. First, it is said that the Act imposes 
liability upon directors and corporate offi­
cers with unwarranted severity; secondly, 
registration under the Act entails exces­
sive and burdensome expense; thirdly, the 
Act requires information, the securing of 
which entails disproportionate effort and 
that much of this information is irrelevant 
to the investor, and fourth, the delay 
caused by the Act between the first cor­
porate action towards floating an issue and 
the final clearance of the Commission op­
erates adversely to the corporation.
Let me consider these matters one by 
one. It should be remembered that on 
the score of liability the Act is much like 
the present English law. The liability 
arises when the registration statement con­
tains “an untrue statement of a material 
fact or omits to state a material fact re­
quired to be stated therein or necessary to 
make the statements therein not mislead­
ing.” Directors, officers, underwriters and 
experts may avoid liability if they can sus­
tain the burden of proof that they exer­
cised the standard of care and investiga­
tion of reasonable persons under the cir­
cumstances. In  a word, negligence and 
dishonesty are penalized. Most of our 
everyday conduct, no m atter what our 
walk of life may be, carries a risk of 
damages for negligence or dishonesty. 
The Act was amended at the last session 
when Congress felt that the burden had 
been too severe. The present standard is 
fair and offers danger to no one deserving 
protection. U nder the law of most of our 
states, directors are liable to stockholders 
if they are dishonest or if they are negli­
gent, and this liability grows out of no 
statutory provision but is deeply rooted 
in Anglo-American law. Directors are 
required to direct, and when they seek
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the money of their present or prospective 
security holders, is it not a minimum re­
quirement that they be careful and that 
they be honest?
As to the second reason, much has been 
charged but little has been proven. You 
will be interested to know that I have 
caused an examination to be made of the 
costs of registration and sale and distri­
bution of ten large issues of securities 
floated in this country since July 30, 1933.
These issues vary in size from $5,000,­
000 to $55,000,000. The gross proceeds 
aggregated $126,000,000 representing 30% 
in dollar value of all the issues, excluding 
investment trust issues registered with the 
Federal Trade Commission, or the Secur­
ities and Exchange Commission, since 
July 30, 1933.
You will be interested to learn that the 
total costs of selling and distribution, ex­
cluding commission or discounts paid to 
bankers, amounted to $923,000, or less 
than 1% of the total gross proceeds of the 
financing involved. Those items which 
might be attributed wholly or in part to 
the new legislation accounted for only 
$482,700, a little more than one-half of 
the above costs and less than one-fifth of 
commissions and discounts paid to bank­
ers for underwriting these issues. F u r­
thermore, the total items of expense 
which, by any stretch of the imagination, 
can be chargeable to new legislation 
amounts to 38/100 of 1% of the gross 
proceeds of the finances involved, and 
there can be no doubt that an appreciable 
part of legal and accounting expenses 
which are included in the above costs 
would have had to be incurred even if 
there were no Securities and Exchange 
Commission and no registration.
Indeed, the costs above recited are rela­
tively less than the costs prevailing prior 
to the Securities Act legislation. It has 
been found, for instance, that ten issues 
picked at random in years prior to 1933 
aggregating approximately $60,000,000 or 
gross proceeds involved legal and auditing 
expenses of $311,000 or ½ of 1% of the 
total capital raised as against less than 
of 1% in the ten issues above recited 
which were made under the terms of the 
Securities Act. The total expenses which 
may be charged wholly o r in part to the
new legislation amounts to less than one- 
fifth of the underwriting commissions 
paid to bankers and to less than one-half 
of one per cent of the dollar value of 
proceeds to the corporations obtaining 
new capital. In any event, I can assure 
you that the Securities and Exchange 
Commission is confident that it can re­
move many of the technicalities in the ad­
ministration of the 1933 Securities Act 
which are said to be burdensome to the 
securities business.
Remember the Act is new,—the Com­
mission is learning. The Bar, the account­
ants, and the engineers are as yet super- 
cautious. As the Commission functions 
with a view to assisting business, the prac­
tice will grow more established, the rou­
tine will be more widely understood, and 
large expense either for lawyer or ac­
countant will be less and less justifiable.
To the third objection in regard to the 
burdensome questionnaires, I shall be 
frank and state that undoubtedly, due to 
the pressure of implementing a new and 
important piece of legislation, the forms 
may have been in some instances imper­
fect. But remember that many of the 
complaints come from persons out of sym­
pathy with the Act. Their attitude ex­
plains the apprehension felt on this score. 
I am far from contending that the Act 
or its administration is perfect. Both are 
human products and therefore fallible, but 
never forget that we are learning by ex­
perience. Other and briefer forms are in 
process of preparation which are more 
suitable to special classes of business. One 
of the most prominent lawyers in the field 
of corporate finance, who was an out­
standing critic of the original act, has 
stated categorically that when the few pro­
posed amendments to our forms and rules 
have been adopted, there will be nothing 
in the way of inconvenience or expense 
which should deter the American business 
man from seeking new capital in accord­
ance with the requirements of the Act.
And now the last criticism about the 
delay. This criticism I venture to state is 
grossly exaggerated. The largest financ­
ing under the Act—all of you gentlemen 
have heard of it—the Edison Electric 
Light Company public offering, required 
but twenty days between the original ap­
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plication and. the final clearance permit­
ting flotation. I would also in this con­
nection leave a thought with you. Speed 
in itself is not a virtue. Only yesterday 
how many prominent issues collapsed to 
the costly and sorrowing experience of 
the American public. Many of them foun­
dered largely because of the speed of is­
suance. Deplorable loss was the conse­
quence of ill considered conception, prep­
aration and execution. W e don’t want the 
staccato tempo of much of the frenzied 
financing of the late twenties. Too often 
pyramided investment trusts, among other 
forms of financing, in feverish fashion, 
sought the funds of the public to whip 
the froth of values. Mind you, we plan 
to expedite in every possible way, but in 
this field the warning of the philosopher 
has a distinct appeal. “How much better 
it is when a thing is done from sound 
reason and not from necessity.” In  financ­
ing, the necessity of speed is often not real 
but artificial, not dictated by the events 
themselves but by the selfishness of pro­
moters. In  a word, we pledge ourselves 
to insure that established enterprises shall 
be able to solicit the public without undue 
delay, without unnecessary toil and with­
out excessive cost. The Act, gentlemen, 
is part of our fundamental law and in so 
far as it is humanly possible, it shall be 
made workable.
So much for the specific criticisms. 
Now for the general charge that the Act 
has dried up our capital markets.
O f course, the first quarter of 1933 in­
cluded the bank holiday and for that rea­
son might not furnish a fair basis of com­
parison. But in the second quarter of 
1934, capital issues were actually twice 
as large as during the same period a year 
earlier. And this is true despite the fact 
that there was every inducement for bank­
ers and brokers “to jump the gun” and 
get out their issues before the Securities 
Act became effective.
The record supports me in the state­
ment that this Act is not an important 
factor causing the present inactivity of 
the capital market. Since the Securities 
Act became a law the total of new capital 
issues in the United States (excluding 
Federal financing) has actually increased. 
For instance,—during the first nine
months of 1934 capital issues were twice 
as large as for the same period of 1933.
There has been no new security legisla­
tion in Great Britain and yet the British 
figures show that new capital issues dur­
ing the first nine months of 1934 were 
practically no larger than a year earlier, 
and totaled only one-half the dollar value 
of new financing in the United States for 
the same period.
Bear in mind that in this country nu­
merous governmental agencies have, dur­
ing the past year, assumed the role for­
merly occupied by the private banker, 
furnishing funds that ordinarily would 
have been raised in new issues of securi­
ties. Yet, over and above the financing of 
private corporations provided by agencies 
like the RFC, there has been a substantial 
capital issues business in this country,—a 
business which totaled in the first ten 
months of 1934 almost $2,000,000,000 or 
more than twice the estimate of new 
financing in Great Britain during the same 
period.
I am quite aware of the limitations of 
these statistics—that the dollar volume 
would indicate quite clearly the relative 
insignificance of our capital issues during 
this period in comparison with previous 
years. But I mention these figures in 
order to point out the loose thinking of 
many critics who assail the Act. The real 
obstacle is not legislation. Corporations 
in a position to borrow long-term money 
did not see the opportunity of employing it 
profitably. Corporations which did wish 
to borrow long-term money were in no 
position to convince investors that they 
were safe risks. There have been other 
and more fundamental reasons connected 
with the general state of business, circum­
stances not peculiar to this country but 
finding counterpart in every other land, 
for all are equally affected by world-wide 
depression.
Let me give testimony from a source 
which is clearly impartial. I quote from 
an article from the Midland Bank M onth­
ly Review (London), July-August, 1934: 
“A t a time, then, when the private inves­
tor himself is depressed and uncertain, 
more heavily taxed than he was and prob­
ably less well off in respect of income, it 
seems doubtful whether, apart altogether
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from the Securities Act, available funds 
would at present flow freely into private 
investment.”
Thus, in actual effect it is not true that 
a major reason for the reduced volume of 
new security business in this country dur­
ing the past twelve months has been the 
existence on the statute books of the Se­
curities Act.
You will recall that I mentioned how 
the Act affects two classes of business 
men. As for the second class, that is, the 
rogues who seek to live by deception, let 
me again repeat, the Act is like all legal 
rules, subject to the limitations of effec­
tive legal action. Unfortunately scoun­
drels will capitalize the registration re­
quirements and may seek to sell you a 
security on the theory that mere filing in­
dicates approval by the Commission. Be­
ware of any such argument. The Act it­
self makes such a representation a distinct 
criminal offense. On the other hand, Mr. 
Average Man, not troubling to read care­
fully or have explained the law under 
which the Commission operates, may be 
lulled into a false sense of security by the 
misconception that Uncle Sam is now 
every man’s financial advisor. More than 
ever before is there need for vigilance and 
for caution on the part of our people, most 
of whom are unknowing in the ways of 
finance. Losses in this manner would be 
at an appreciably lower figure if the aver­
age man kept in mind that he is being sold 
a piece of paper and that if he is to assure 
himself that he gets more than its intrinsic 
value as paper he should ask himself— 
W ho sells me this and what is his business 
reputation in the community ?
O ur short experience as to this legisla­
tion prompts me to sound a note of warn­
ing, particularly to you my friends of the 
radio audience. Each and everyone of 
you is a prospective or actual member of 
a sucker list, and when the stranger calls 
you on the phone to interest you in the 
purchase of securities, beware. Unless 
you have confidence in the integrity of the 
sponsors you ought to take special precau­
tions before you sign on the dotted line or 
surrender your cash or the securities you 
now own. Over the country from time to 
time springs up the promoter with a 
worthless issue, a tipster sheet to lure you
and a battery of telephone salesmen to 
close the deal to your misfortune. Be on 
your guard. The Commission cannot in 
the very nature of things police every 
transaction in America. W here it has evi­
dence, rest assured it will strike.
W e have the tremendous task of educat­
ing the American public to protect itself 
against high-pressure salesmanship. No 
law has ever been devised or administered 
which successfully eradicated crookedness. 
The Federal Government, however, hopes 
to fill a much needed want, hopes to be a 
vigorous factor in the relentless war on 
stock frauds.
Let me stress with all the sincerity at 
my command the earnestness of our pur­
pose. W e of the Commission are neither 
coroners nor undertakers. W e seek to 
create and to restore in order that enter­
prise and confidence may be reestablished.
W e are not prosecutors of honest busi­
ness, nor defenders of crookedness.
W e are partners of honest business and 
prosecutors of dishonesty.
W e shall not pre-judge, but we shall 
investigate.
Necessary, legitimate, useful, profitable 
enterprise will be encouraged. Only the 
senseless, vicious, and fraudulent activ­
ities will be curtailed, and these must and 
will be eradicated.
The initials S-E-C, we hope, will come 
to stand for Securities Ex-Crookedness.
W e have two m ajor objectives in our 
work. One is the advancement and pro­
tection of decent business; and the other— 
even more important—is spiritual, and I 
do not hesitate to employ that word in 
connection with finance. W e are seeking 
to recreate, rebuild, restore confidence. 
Confidence is an outgrowth of character. 
W e believe that character exists strongly 
in the financial world, so we do not have 
to compel v irtue; we seek to prevent vice. 
O ur whole formula is to bar wrong-doers 
from operating under the aegis of those 
who feel a sense of ethical responsibility. 
W e are eager to see finance as self-con­
tained as it deserves to be when ruled by 
H onor and Responsibility. Success is not 
the success of one; it is the success of all. 
No man can live off the pack without 
being lived off by the pack.
( C ontinued on page 736)
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T h e  U s e s  a n d  A b u s e s  o f  A c c o u n t i n g  
f o r  N . R . A .  P u r p o s e s
by H e r b e r t  F. T a g g a r t , C.P.A., Research and Planning Division of 
N.R.A., W ashington, D. C.
A F T E R  all these kind words, I rather 
hate to pull out of my bag the sketchy 
notes that I have been able to throw 
together since last night, at six-thirty, 
when I discovered I was going to have to 
come up here to pinch-hit.
Let me say for M r. Henderson, he is 
sincerely disappointed that he is unable to 
be present this afternoon. H e has a feel­
ing that the N R A  must necessarily find 
some of its best support from professional 
organizations of this sort. H e has had 
the pleasure of making a few speeches to 
some organizations, and he was antici­
pating the privilege of coming up here, 
largely for the sake of clearing up some 
possible misunderstandings which seem to 
have arisen, with regard to the aims and 
purposes of N RA with respect to account­
ing and accountants.
The stenographic report of Secretary Springer’s a n ­
nouncement was as follows:
W hen M r. Henderson, the  nex t announced speaker on 
the program , was approached fo r his consent to  speak 
here, he said, “ I  don’t  know w hether I  will be with the 
N R A  a t the tim e of your m eeting.” T h a t was during  
the period when there  w ere several resignations resting 
on G eneral Johnson’s desk. M y answ er to him was th a t 
last year, seemingly, nobody was anxious to have any 
of the N R A  group ta lk  to them  because there w asn’t 
anyone around th a t knew m uch about what was going 
on anyhow, and so we would like to  have him agree to 
come, whether he was in  the  organization when October 
3rd rolled around o r not, and  he accepted under those 
conditions.
Those of you, who have followed th e  newspapers, 
realize th a t last Thursday night somewhat of a reo r­
ganization of N R A  was announced by the  P resident, and 
in the reorganization, M r. H enderson, who was already 
D irector of the Research and P lann ing  Division, became 
the Economic Advisor and ex-officio member of the 
board th a t has succeeded to the  problem of attem pting, 
a t least, to  adm inister NRA.
I t  rem inds me, somewhat, of the story they used to 
tell of President T a ft, who was seated in  a s treet car 
and offered his seat to three ladies. A nd so General 
Johnson has arisen  and offered to  give h is place of 
power to a la rger group.
The la st time I  saw M r. H enderson, he was uncertain 
as to the conditions th a t m ight exist in  W ashington on 
this particu lar day. I  w ant to  say, if  anybody knows 
what is going to happen before m idnight the  nex t day 
these days, he is m ore than  the  seventh son of the  
seventh son. Ind ica ting  tha t H enderson looks a t  these 
m atters in  the  proper light, he figured th a t if he couldn’t 
get here, he would send a m an th a t he  could tru s t to 
say the  righ t thing a t the righ t time. W hile he expected 
to leave W ashington on the  one o’clock plane, I  had 
ra th e r hoped, in  view of the fact th a t we hadn’t  heard 
anything from  him today, th a t he would be here.
However, D r. T aggart cam e in , and  M r. H enderson 
not having arrived, he is going to do the pinch-hitting.
I was told that I was going to have to 
talk on problems of cost as related to 
Codes. W hen I talked to Mr. Henderson, 
however, he indicated that the nature of 
the talk ought to be somewhat broader 
than that, so I have entitled my remarks 
“The Uses and Abuses of Accounting for 
N RA Purposes.” I shall stress the uses, 
although I could give you a more inter­
esting story about the abuses. I shall de­
scribe one or two of them before I  am 
through.
T h e  U s e s  a n d  A b u s e s  o f  A c c o u n t i n g  
f o r  N R A  P u r p o s e s
W hat are the uses of accounting in con­
nection with the NRA ? Perhaps the one 
that occurs to most people most frequently 
is that accounting is a tool for price-fix­
ing. Therein lie most of its abuses, also. 
More important, as fa r as I am able to 
judge, however, is the use of accounting 
as an educational instrument for the elim­
ination of waste through the encourage­
ment of better management, for combating 
ignorant and destructive price-cutting, 
which, I think, you will all agree is ex­
tremely important, and for the furnishing 
of comparable and reliable statistical data. 
The third use, as a matter of fact, has 
not proceeded very far. A  few indus­
tries have gone at the collecting of cost 
data faithfully and effectively, but most 
industries are much less interested in that 
feature than they ought to be.
These uses alone are enough to make 
N RA strong for accounting. Other uses 
in which public accountants in particular 
should be interested are special investiga­
tions as to compliance, the effect of Code 
provisions on individuals and industries, 
and the ability to pay Code wages. Still 
another use of accounting which is ex­
tremely important is in the safeguarding 
of Code Authority funds.
Although the use of accounting as a 
tool of price-fixing and as a means of
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eliminating economic waste and curbing 
unjustified price-cutting, has occupied 
most of my time since I have been in 
Washington, I will reserve them for the 
last and mention, first, the m atter of spe­
cial investigations and the safeguarding of 
Code Authority funds.
These two activities are becoming in­
creasingly prominent and important. The 
special investigations extend into two par­
ticular fields; one is the m atter of Code 
compliance. H ere we have accusations of 
destructive price-cutting to be investi­
gated. That I shall mention a little far­
ther along in more detail. Another field, 
however, which is extremely important is 
found in the wage and hour provisions of 
the Codes. A  number of questions are 
involved. First, as to whether they are 
being complied with. That is not as sim­
ple a problem as you might suppose be­
cause, in the first place, some of the wage 
and hour provisions are not as clear and 
unambiguous as they might be, and, in 
the second place, as you know, there are 
a lot of different ways of covering up non- 
compliance with wage and hour provi­
sions. W e hear all sorts of interesting 
tales about schemes of getting around 
wage and hour provisions—having people 
come in an hour early in the morning and 
not ringing the clock until afte r they have 
been there for a while, for example. In 
fact, we heard about a m anufacturer out 
in Illinois somewhere who also was for­
tunate enough to own a cemetery. Em ­
ployees, of course, should provide for 
their eternal resting places, and, conse­
quently, they each bought a lot. Each 
Saturday, or when payday came around, 
they naturally had to make payments on 
their lots. There are as many ways of 
getting around the wage and hour provi­
sions as there are of getting around the 
Federal Income Tax, and maybe more. As 
a result, accountants are frequently called 
in to find out whether or not wage and 
hour provisions are being complied with.
The second type of investigation deals 
with the ability of concerns to comply with 
wage and hour provisions. W e have ap­
peals in W ashington continually from con­
cerns in all parts of the country who can’t 
afford to pay minimum wages, or can’t 
afford to pay wages above the minimum.
These arguments are usually based on the 
claim that their employees are less efficient 
than the employees of others and their 
settlement usually necessitates a determi­
nation of comparative costs of production.
In  quite a number of cases special ex­
aminations and investigations have been 
made with respect to such allegations. I 
have conducted certain of these investiga­
tions myself but, in general, we have in­
sisted as strongly as we know how that 
investigations of that sort are the proper 
function of public accountants, that we 
ought not to build up a staff to do work 
of that sort if we could possibly avoid it. 
Primarily, the responsibility of industries 
for the administration of codes is their 
own, and they ought to pay for it. The 
public accountants are, obviously, the 
ones who are properly qualified to do the 
kind of work described above. As a re­
sult, as far as possible, all work of that 
sort has been turned over to public ac­
countants.
Another type of investigation deals with 
the effects of Code provisions on cost of 
production throughout an industry. This 
relates particularly to the question: Can 
hours be further reduced and wages be 
further increased? This is a type of ex­
amination which is extremely interesting, 
of which there have been a number al­
ready, and of which, if I am not mistaken, 
there will be an increasing number as time 
goes on, because it seems quite probable 
that further increases in wages and fu r­
ther reductions in hours are likely to be 
urged as long as the roll of unemployment 
is as long as it is at the present time.
Another use of accounting concerning 
which I have been doing a considerable 
amount of hollering, so much so that I  am 
surprised you haven’t heard me, is con­
cerned with safeguarding Code Authority 
funds. I t is my opinion that funds of the 
Code Authority constitute as much of a 
public trust as the funds of a governmen­
tal organization. I t  is fully as necessary 
to account for them strictly and to have 
the accounts audited and certified as it is 
in the case of municipalities or other gov­
ernmental units.
I have here a rather hefty compilation, 
which consists of six exhibits and four­
teen schedules and a large amount of ex­
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planatory instructions which may, per­
haps, furnish the basis for audit reports 
for Code Authorities. I t is not my baby 
at all. Somebody else in the organization 
got the thing up. It is in purely sugges­
tive form at the present time, but we have 
been insisting very strongly that the Code 
Authorities must have their expenditures 
audited, and that the reports must be cer­
tified to by public accountants in order 
that we, in NRA, who have the responsi­
bility for approving Code Authority bud­
gets, may be certain that the funds which 
we have permitted the Code Authorities 
to collect from their members have been 
properly expended. O ur responsibility 
certainly does not stop with the approval 
of the budget. H ere again, it has been 
suggested that we audit Code Authority 
statements, but that suggestion isn’t going 
to get to first base. W e have insisted that 
that is distinctly the function of public ac­
countants, and we are quite willing to 
place ourselves in the hands of public ac­
countants in this particular matter.
You may be interested to know there 
are something over five hundred central 
Code Authorities and an almost indefinite 
number of divisional Code Authorities, 
local Code Authorities, district Code Au­
thorities, and so on, all of whose accounts, 
presumably, will sooner or later require 
audit.
Now we come back to the matter of 
price-fixing.
President Roosevelt Sunday night indi­
cated, in his talk, that possibly we had 
gone too far in price-fixing. I made the 
rash statement the other day that I 
thought NRA  was more sinned against 
than sinning in the m atter of price-fixing. 
You know, it is very easy for a salesman, 
when he states a certain price, or a pur­
chasing agent tries to beat him down, to 
say, "W e  can’t sell for less than that. 
NRA won’t let us.” That is an argument 
that never existed before and the tempta­
tion to use it is great. However, when I 
indicated that I did not think that NRA 
had fixed prices as much as people 
thought, my statement was challenged and 
I began to take stock. I tried to find out 
how far we had, actually, gone in fixing 
prices. I say “fixing prices.” O f course, 
some of you, including M r. Ellis, will rise
up and say, “It is no such thing; it is cost 
protection, or stop-loss provision.” I ad­
mit there should be a difference. W hat­
ever it is, there has been a lot of it.
Three hundred and thirty-five of the 
first five hundred basic Codes, and one 
hundred and twenty-two of the first one 
hundred and forty supplemental Codes 
contain minimum price provisions of one 
sort or another.
I t  is worth while noting that in a num­
ber of cases price-fixing under the codes 
has been tried and abandoned. O f these 
the most famous was the case of the 
cleaning and dyeing industry. The ex­
perience in that case ought to be adequate 
to rule that sort of thing off the board. 
The Laundry Code contained similar pro­
visions but they never got started. F u r 
dressers and dyers fixed minimum rates, 
but they tired of them very soon. Auto­
mobile tires and tubes had price-fixing 
until the day before yesterday, but that is, 
at least temporarily, dead. That, inci­
dentally, was not price-fixing, it was mini­
mum price-fixing, but try  to pay more than 
the minimum price for a tire!
Price-fixing provisions which are now 
effective, other than those which forbid 
sales below individual cost, are found 
mostly in the several branches of the re­
tail and wholesale trades, and in the natu­
ral-resource industries. In the distributive 
trades the basis is either m anufacturers’ 
list prices, as in automobile retailing, and 
retail book-selling, or invoice price, plus 
freight, plus a markup intended to cover 
part of the labor cost of operation. In 
the natural-resource industries prices have 
been based on cost and other considera­
tions. H ere again, however, it is interest­
ing to note that industry representatives 
have gradually receded from their origi­
nal intentions as to price-fixing. Lumber 
price-fixing was originally a permanent 
feature of the code; now it is an emer­
gency provision only. The retail lumber 
dealers, whose markup was to be ascer­
tained by the “statistical mode” method 
receded at the very first from a literal 
interpretation of this clause, and asked 
that the markup not exceed 75% of the 
actual mode. The retail building supplies 
dealers, who have been operating under a 
clause similar to that of their brethren in
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the retail lumber business, have given it 
up and are going to content themselves 
with emergency price-fixing, if any, after 
November first. I want to impress upon 
you the fact that these recessions have by 
no means been forced on industry by the 
people in W ashington; they have con­
cluded all by themselves that price restric­
tions in any extreme form were unen­
forceable and uneconomic.
The great majority of the four hundred 
and forty-seven minimum price provisions 
mentioned a moment ago are based on 
individual cost. The Codes say, in effect, 
th is : that no member of the industry shall 
sell below his own individual cost except 
to meet competition. Sometimes, curi­
ously enough, the exception is worded 
something like this: “except to meet the 
competition of another member of the in­
dustry whose costs are lower.” Just 
imagine, if you were a business man, with 
a cost of ten dollars for a certain article 
and you wished to sell it for eight dollars, 
because John Smith down the street was 
selling it for eight dollars. Theoretically, 
you would have to go down and ask John 
Smith, “John, are your costs lower than 
mine or aren’t they ?” Practically, I doubt 
if anybody stops to do any investigation 
of that sort. As soon as he finds John is 
selling lower than he is, he also sells 
lower. He assumes that the reason John 
is selling lower is that his costs are lower.
Two hundred and sixty-two Codes and 
seventy-four supplements provide a clause 
of this sort. The cost in nearly all cases 
is to be ascertained by a uniform  cost ac­
counting system or formula. I  have here 
copied down a little paragraph giving 
Colonel Montgomery’s opinion of that 
particular scheme. It is so good, and I 
agree with it so thoroughly, I think it is 
worth while reading again: “In  my 
opinion, the uniform cost formula is im­
practicable because there are too many un­
known and unknowable factors to pro­
duce an accurate result. In  school we 
were told in equations we could have no 
more than one unknown factor or an ac­
curate result would be impossible. The 
proponents of a uniform cost formula 
hand us from three to thirty unknown 
factors and ask us to produce a figure 
which we will use not only as a basis for
fixing of sale figures, but the figures may 
be used as a limit below which you must 
not sell or you will go to jail.”
In  spite of thorough agreement with 
this statement, most of my work has been 
concerned with these multiple unknowns. 
Some of them have been well-conceived, 
well-presented, and as far as possible, 
well-adapted to the task they are intended 
to perform ; others have been miserable 
makeshifts. In  general, it has been my 
experience where these systems were pre­
pared by thoroughly comptent accoun­
tants, they were pretty good and we didn’t 
have very much argum ent; where they 
were prepared by laymen, they were pretty 
bad.
Now we come to the abuses.
I t  has been the contention of the Con­
sumers’ Advisory Board that the combi­
nation of this seemingly harmless provi­
sion with open prices and waiting periods 
has been a beautiful nut-cracker by which 
prices might be fixed. As a splendid illus­
tration of the possibilities of this sort of 
thing, a letter was read at the Code Au­
thority gathering last March, which some 
of you may have heard. The letter went 
something like this: ( I  paraphrase it) 
“W e note you have filed prices ten per 
cent under the rest of the industry.” (This 
is from the Secretary of the Code A u­
thority). “W e are sure these prices could 
not be justified by your costs.” (This, of 
course, is without any investigation). “W e 
suggest that you revise your filed prices,” 
(upward, of course). “If  you do not, we 
shall be forced to put you to the incon­
venience and expense of an investigation 
into your costs. Anyway, may we point 
out that filing low prices will do you no 
good, since we are sure your competitors 
will meet them. Very truly yours, etc.”
Immediately after the meeting at which 
this letter was read, a gentleman ap­
proached the speaker who had read it and 
started to argue with him about it. He 
was wondering how this speaker got hold 
of it, in the first place, and anyway he 
wanted to defend it. H e said, “I sent 
that letter to the members of my industry 
in good faith.” The speaker asked him 
his name and, lo and behold, he wasn’t  the 
man who had written the letter which the 
speaker had read.
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Here is another example of the kind of 
thing which I consider thoroughly repre­
hensible. It is illustrated by an industry 
that is afflicted by “woodshed” competi­
tion. This industry makes a product 
which most any man, handy with his tools, 
can make out in his woodshed or barn. It 
is a product required by large numbers 
of people, both great and small—a neces­
sity of life. The people who have built 
factories and bought machinery and hired 
salesmen and put in large investments are 
seriously affected by people who are handy 
with tools and can build these articles 
without any particular investment. I t  is 
a sad situation. The cost system for this 
industry listed as costs, labor and material, 
of course, in the usual way. Another 
item was officers’ salaries, ranging from 
nine per cent, for the small fellows, down 
to five per cent, for the big fellows, of 
annual sales. Salesmen’s commissions, 
salaries and travel expense, according to 
this uniform system for ascertaining indi­
vidual costs, were equal the average in 
dollars per unit determined by a study of 
costs of representative manufacturers. 
Even though a man produced these things 
and sold them to his neighbors, up and 
down the street, making a few nickels on 
the side, satisfied with wages for himself, 
he had to add to his costs salesmen’s com­
mission, salaries and travel expense equal 
to those paid by the organized and 
equipped producer. There was a similar 
provision for freight; he had to add in 
freight equal to the average per unit paid 
by all producers in the particular district, 
even though he had no freight whatever.
Here is another example of what is 
called a cost accounting system : “All esti­
mates of cost in m anufacturing” this 
product “shall be based on the . . . mini­
mum average rates of pay at the time in 
effect . . . The minimum wage referred to 
shall not be less than one hundred and 
thirty per cent of the minimum rates of 
pay in the respective districts . . . The 
estimated cost of castings shall be $3.00 
per ton above the respective price charged, 
delivered m anufacturer’s own plant.” (No 
explanation of these addenda.) “Boxes 
and containers: Estimated cost of boxes, 
containers, wrapping materials, and paste 
hall be based on the price paid for such
material delivered m anufacturer’s own 
plant, plus fifteen per cent . . . Estimated 
cost of freight or trucking to be based on 
average freight rate for the entire terri­
tory served by each individual manufac­
turer. There shall be added to the sala­
ries of the following group of workers 
not less than one hundred per cent to 
cover the estimated cost of productive and 
non-productive activities.” And so it goes. 
I should be pleased if anyone can tell me 
how individual cost can be ascertained by 
such a system as that.
Another very interesting example deals 
with one of the outstanding problems 
which we have had to face in working 
out these cost systems so that they would 
not yield costs that were entirely unrea­
sonable. That problem is the effect of 
the rate of utilization of plant facilities on 
costs. I f  you make only one locomotive 
a year, in a plant equipped to make one 
hundred, the cost of the one locomotive, 
on the actual basis, is somewhat excessive. 
Since a great many industries are afflicted 
in these times by lack of business, we have 
had to  deal with this problem one way or 
another. In  some cases, we have dealt 
with it fairly satisfactorily; in others, far 
from it. One industry had the perfect 
solution: it not only settled this problem, 
but in the same provision another sore 
spot in the industry was healed. I t  was 
provided that the normal rate of utiliza­
tion of plant capacity should be seventy- 
five per cent of single shift capacity, and 
all fixed overhead was to be added to the 
cost of the product on that basis. Inquiry 
revealed that, although most of the indus­
try operated on one shift, there were a 
few renegades who insisted on operating 
two shifts. This very nice little provision, 
then, instead of enabling them to cut their 
overhead in two, made it necessary to 
multiply it by two. In  other words, the 
Code Authority was going to attain all the 
desirable results of machine hour limita­
tions through what purported to be a sys­
tem for the ascertainment of individual 
costs.
I am anxious to give you, in a very 
few words, a little information on present 
N RA policies with respect to costs and 
prices. The famous Office Memorandum 
228, that some of you may have seen or
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heard about, deals with this subject. The 
policy with regard to prices is tending 
rather definitely in this direction: that 
under normal, ordinary conditions, no 
definite minimum price basis shall be in 
existence; that at all times, however, wil­
fully destructive price-cutting (which, 
after all, is all the law aims at) shall 
be contrary to the rules of fair competi­
tion.
W ith respect to cost accounting, for 
the purposes for which cost accounting is 
properly intended, it is definitely to be 
encouraged, and that we can say very 
sincerely. We, down there, have been a 
little bit obstreperous; we have made a 
nuisance of ourselves, as Mr. Ellis will 
testify, because the cost accounting 
systems were intended to set minimum 
prices. As soon as you take that partic­
ular feature away from them, immedi­
ately cost accounting comes into its own 
in what I believe to be its only proper 
field, namely, to assist management in its 
problems, to furnish a basis for indi­
viduals to be reasonably sure that they are 
setting prices with real intelligence, and 
for NRA  purposes particularly, or trade 
association purposes, to furnish compara­
ble and reliable cost data.
Those, it seems to me, are in the long 
run the proper purposes of cost account­
ing. Those purposes can and will be 
furthered by a development of uniform 
cost accounting systems, or uniform 
principles, or uniform formulae, or what­
ever you wish to call them, under the 
auspices of the NRA, supported by con­
tributions from members of industry.
The uses for cost accounting under 
present policies, then, emphasize its 
value first, as a tool of management; sec­
ondly, as a defense against charges of 
destructive price-cutting; and, thirdly, as 
a basis for comparable cost data. In 
other words, the situation differs from the 
previous trade association cost work in the 
following respects: first, that funds are 
supplied by mandatory assessments on all 
members, and not by voluntary contribu­
tions ; cost accounting is considered a 
proper part of the functions of Code 
Authorities, and they can collect money 
to support that type of work; secondly, 
the activities are endorsed by the NRA,
a governmental agency, and the methods 
are specifically approved thereby; thirdly, 
the need for cost knowledge is now much 
greater than it was, because of the con­
demnation of destructive price-cutting by 
the NRA.
There are a surprising number of old- 
fashioned people, economists and others, 
in the NRA, and I like to think that I 
am one of them. I am just old-fashioned 
enough to believe that permanent advance 
in the field of accounting can come only 
from the demonstration of its utility as 
a tool of management, and as a finder 
of facts, and not from making a law out 
of it, or using it as an accessory to eco­
nomic coercion.
AW ARD A N D  O P IN IO N  O F A R B I­
T R A TO R  C O N C ER N IN G  D E T E R M I­
N A T IO N  O F IN V E N T O R Y  O F F O R ­
EIG N  GOODS A T COST
A w a rd
1. In determining “inventory at cost,” 
of English goods purchased on credit, pay­
able in pounds sterling, the cost of such 
goods should be arrived at by converting 
the pound sterling to dollars, at the rate 
of exchange prevailing on the date of pur­
chase of the goods, or at the rate of ex­
change prevailing at the date of the receipt 
of the goods, where it has been agreed by 
the parties to use these dates in order to 
facilitate computation of the inventory. 
The payment for these goods in dollars, at 
the exchange rates, higher than those pre­
vailing at the date of purchase or receipt 
of the goods, is not a proper addition to 
the cost of purchases or inventory, but is 
a loss on foreign exchange.
2. The inventory of foreign goods, in­
cluding duty, as originally computed, 
should be increased by $54.73 to reflect 
the cost of such goods in terms of dollars, 
at the date they arrived in this country.
Q uestion Presented
There was submitted to me, as a sole 
arbitrator, the question of determining the 
cost of the foreign goods included in the 
inventory on May 19, 1934. It was agreed, 
by the interested parties, that such foreign
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goods included in the inventory should be 
valued at cost. A  difference of opinion 
exists as to the correct determination of 
cost. I t is the contention by some of the 
interested parties, that for inventory pur­
poses, the cost of said merchandise should 
have been measured by the rate of ex­
change prevailing at the time the mer­
chandise was actually paid for. The in­
ventory, on the other hand, was valued at 
a figure measured by the approximate rate 
of exchange used at the time of the arrival 
of the merchandise in this country.
F in d in g s  o f  F ac t
F or the period from February, 1933, up 
to and including May, 1934, this corpora­
tion purchased, on credit, English goods 
consisting of silver and plate of various 
prices and grades, payable in pounds ster­
ling. These purchases were made from 
two English creditors, viz., A  and B. 
From A  the total purchases during 
this period, payable in pounds sterling 
amounted to £4,289,18.4 ($17,071.87), 
which has been entered on the books, in 
the purchase account and in the liability 
account, both in pounds sterling and in 
American dollars, at rates of exchange ap­
proximating the rate prevailing at the time 
the merchandise arrived in this country. 
There was paid on account of these pur­
chases £2,000 at rates of $4.77½ and 
$5.16, or a total of $9,935, leaving a bal­
ance, on May 19, 1934, of £2,289.18.4, 
which was valued at $11,707.19, represent­
ing $5.11¼, the rate of exchange prevail­
ing on that date. The net result of this 
account discloses a loss on exchange of 
$4,570.32. From B the total purchases 
during this period, payable in pounds ster­
ling, amounted to £778.17.16 ($3,708.69), 
which has been entered in the books, in 
the same manner as the A account. There 
was paid on account of these purchases 
£753,16.10, at rates of $4.79, $5.08, $4.99, 
and $5.15, or a total of $3,799.02, leaving 
a balance on May 19, 1934, of £25.1.6, 
which was valued at $128.19, representing 
$5.11¼, the rate of exchange prevailing 
on that date. The net result of this ac­
count discloses a loss on exchange of 
$218.52.
The losses on exchange, as above noted, 
have been charged to the profit and loss
account, as a separate transaction, and no 
adjustments were made for this loss in the 
purchase or inventory accounts.
The physical inventory on May 19, 
1934, as originally valued, amounted to 
$11,506.98, which includes duty of $4,­
377.41. This inventory has been valued at 
the approximate rate of exchange used at 
the time of the arrival of the merchandise 
in this country. Applying to the inventory 
the actual rate of exchange used, prevail­
ing at the time of the arrival of the m er­
chandise in this country, an additional 
amount of $54.73 has been arrived at, 
which should be added to the inventory 
figure originally used, resulting in a cor­
rected inventory, at cost, of $11,561.71.
O pin ion
W hether actual cost or replacement cost 
was intended, by the parties, is not defi­
nitely indicated in the submission of facts. 
The parties, however, have agreed to value 
the merchandise in the inventory at cost. 
In defining cost, in practice, there seems 
to be little tendency to go beyond invoice 
price plus carrying charges (Accountants 
Hand Book, Page 418). It must be as­
sumed, in the absence of any other evi­
dence, that the parties have intended to 
value the inventory at the bill price, and 
not to take into consideration the replace­
ment cost, which means the amount which 
it would cost at the time of inventory to 
buy the merchandise and place it in its 
current condition.
In dealing with foreign merchandise, 
payable in foreign money, it has been con­
tended by some of the interested parties, 
that the cost of said foreign goods means 
the actual payment in dollars for said 
goods. This method is not practical, and 
is not recognized by authorities on the sub­
ject and is not allowed fo r tax  purposes.
Book by A. E . Cutforth, F.C.A., “T reat­
ment of Fluctuating Currencies on 
The Accounts of English Com­
panies” ;
Page 638 of the book by Roy B. Kester, 
“Advanced Accounting” ;
T ax Decisions: Bermuth Lembcke Co., 
Inc., 1 B TA  1051, Acq. IV-2CB3; 
Joyce-Koebel Co., 6 BTA 403, Acq. 
V I-2C B 4;
736 TH E CERTIFIED PUBLIC ACCOUNTANT Decem ber,
These authorities hold that the loss on 
foreign exchange represents a separate 
and distinct financial transaction, which 
has no relation to cost of the merchandise 
purchased, but represents a profit and loss 
item, resulting from speculating in foreign 
exchange. There would have been no dis­
pute at the time the merchandise was pur­
chased, payable in pounds sterling, if the 
debtor had either paid, or had made com­
mitments in dollars for the payment of 
these goods. The actual payment in dol­
lars would then be equivalent to the 
amount used in recording the purchase 
and the inventory.
Owing to unusual fluctuations in the 
pound sterling, during this period of pur­
chases, it has been contended that the mer­
chandise cost should be increased by the 
loss on foreign exchange, as an inequity 
will result by the failure to reflect in the 
inventory this loss. This argument has its 
merits, but it is not practical nor does it 
give equitable results. Assuming that the 
corporation had no inventory and that it 
had disposed of all its merchandise, but 
did not pay for the goods purchased, it 
would hardly be correct to say that the 
purchases should be increased, by reason 
of the loss on exchange. In  the instant 
case, it is found, that the total purchases 
of foreign goods, converted into American 
money, at the approximate rate of ex­
change prevailing at the date of the re­
ceipt of the goods, amounted to $20,780.­
56. Whereas, the inventory, excluding 
duty, on May 19, 1934, using the same 
basis, amounted to $5,457.38, which is ap­
proximately 25% of the total purchases. 
W hat percentage, if any, of the total loss 
on foreign exchange of $4,788.84 is to be 
applied to the remaining inventory, and 
what would be the proper basis for such 
application? It is recognized that great 
difficulties are involved in this procedure, 
and at best it would represent an estimate.
Furthermore, from a merchandising 
standpoint, it is essential that the cost of 
the goods be made known immediately at 
the date of purchase. To await the date 
of payment, in order to determine the cost, 
would not be practical. In  this case, it is 
found that the corporation purchased 
these foreign goods on long term credit.
Moreover, as of May 19, 1934, it is still 
indebted to the respective creditors for 
£2,314.19.10, which is approximately 46% 
of the total purchases in pounds sterling. 
This liability has been converted at the 
current rate of exchange prevailing on 
May 19, 1934, which is the date of inven­
tory. Although this liability for this ac­
counting has been converted, at the rate of 
$5.11¼, nevertheless, such rate may either 
be larger or smaller, at the time the pay­
ments are actually made. The inequity, 
contended by one of the parties claiming 
that the merchandise should be valued at 
cost when the goods are paid for, does not 
lie in the valuation of the merchandise, or 
of the inventory, but in the valuation of 
the unpaid liability. An inconsistency 
exists by valuing the merchandise at cost, 
representing the date of purchase, and the 
corresponding liability, at the rate prevail­
ing on May 19, 1934. Consistency requires 
the treatment of these accounts on the 
same basis of values. But this is not the 
question which has been submitted for my 
consideration.
G e o r g e  W. P e r p e r  & Co., 
Certified Public Accountants,
11 W est 42nd Street,
New York City, N. Y.
D ated : A u g u s t 1st, 1934.
This was followed by a Notary Certifi­
cate.
S. and E. Commission
( C ontinued fro m  page 728)
The groundwork of our social and eco­
nomic system is the latitude of Reason; 
not the restriction of F e a r ; it provides for 
free activity within limits that should be 
self-imposed. W hen abuses occur, checks 
and corrections arise. But the application 
of these processes is not the death hand 
that some proclaim it to be. Instead, it is 
the assurance of Life and Strength when 
Honesty and Intelligence are present. We 
have been brought into being to help you 
as part of the public which erects govern­
ment for its service. But you best can 
help yourselves. You can make the in­
vesting of money honest. Then you will 
truly become your brother’s keeper. And 
to me that is to acquire merit.
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R E PO R T  O F  C O M M IT T E E  O N  GOV­
E R N M E N T A L  A C C O U N TIN G
Your Committee on Governmental Ac­
counting of The American Society of Cer­
tified Public Accountants undertook no in­
dependent research, but functioned in an 
advisory capacity to the National Com­
mittee on Municipal Accounting. W e were 
one of ten such bodies so collaborating.
All publicity of the National Committee 
is submitted to these 10 advisory groups 
for comment, approval or criticism. So 
far as possible, divergent views are recon­
ciled in the final report published by the 
National Committee. Such report is there­
fore a composite of substantial opinion, in 
which The American Society has been duly 
represented.
The best summary of accomplishment is 
contained in the following report, which 
your representatives requested from the 
National Committee.
R epo rt on the organization, personnel, 
aims, and accom plishm ents to date o f  the 
N A T IO N A L  C O M M IT T E E  O N  
M U N IC IP A L  A C C O U N T IN G :  
D a t e  o f  O r g a n iz a t io n  a n d  P e r s o n n e l  
o f  t h e  C o m m i t t e e
The National Committee on Municipal 
Accounting was organized in January, 
1934. The members of that committee and 
the associations which they represent are 
as follows:
L. M. Barnard, Senior Public Account­
ant, League of Kansas Municipalities, 
Lawrence, Kansas. Representing: Ameri­
can Municipal Association.
George P. Ellis, Partner, W olf and 
Company, Chicago, Illinois. Representing: 
American Society of Certified Public Ac­
countants.
F . H. Elwell, Professor of Accounting, 
University of Wisconsin, Madison, W is­
consin. Representing: American Associa­
tion of University Instructors in Account­
ing.
Frank J. Flanagan, Finance Committee 
Staff, City of Chicago, Illinois. Represent­
ing: Municipal Finance Officers’ Associa­
tion.
H. C. Laughlin, City Manager, Keno­
sha, Wisconsin. Representing: Interna­
tional City Managers’ Association.
Lloyd Morey, Comptroller and Profes­
sor of Accounting, University of Illinois, 
Urbana, Illinois. Representing: American 
Institute of Accountants.
A. E. Neale, City Auditor, Springfield, 
Massachusetts. Representing: National 
Association of Cost Accountants.
S tuart A. Rice, Assistant Director, 
Bureau of the Census, Washington, D. C. 
Representing: Bureau of the Census in a 
liaison capacity.
Edmund R. Stewart, State Auditor of 
Maryland, Baltimore, Maryland. Repre­
senting: National Association of State 
Auditors, Comptrollers, and Treasurers.
Lent D. Upson, Director, Detroit Bu­
reau of Governmental Research, Detroit, 
Mich. Representing: National Municipal 
League.
E xecu tive  Committee
Frank J. Flanagan, Chairman 
Lloyd Morey, Vice-Chairman 
F. H . Elwell 
S e c re ta ry , E x-o ffic io
Carl H. Chatters, Executive Director, 
Municipal Finance Officers’ Association.
C h ie f S ta ff A ccoun tan t 
T. M. Dickerson
Each member of the committee is 
chairman of an advisory committee which 
has been set up in the association that he 
represents. Thus the committee may se­
cure advice and suggestions directly from 
more than sixty representatives of the 
leading national associations of profes­
sional accountants, public officials, and 
citizen groups.
P u r p o s e s  a n d  P r o p o s e d  A c t i v i t i e s
At the present time municipal account­
ing consists, of a wide variety of ideas and 
practices which have been promoted from 
time to time by individuals and small 
groups, but there has been no coordination 
of these ideas into a generally accepted or 
acceptable plan. The primary purposes of 
this committee are to formulate principles 
of municipal accounting, to develop stand­
ard classifications and terminology for 
municipal reports, to outline the principles 
and procedure relating to municipal audits, 
and to promote the recognition and use of 
these standards. O ther objectives are in­
dicated in the following tentative list of 
activities which the committee outlined at
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the date of organization:
1. A comprehensive statement of the 
history and present state of munici­
pal accounting and reporting.
2. An outline of general principles of 
municipal accounting.
3. A suggested procedure for a de­
tailed municipal audit.
4. A  classification of municipal funds.
5. A  classification of municipal revenues 
and expenditures.
6. A classification of municipal assets.
7. A  classification of municipal liabili­
ties.
8. The kinds and contents of municipal 
financial reports.
9. Forms of schedules for municipal 
financial reports.
10. Principles of fiscal organization and 
management of a municipality.
11. Qualifications of municipal account­
ing officials and employees.
12. A bibliography of municipal account­
ing.
13. Principles of municipal cost ac­
counting.
14. Municipal accounting terms and defi­
nitions.
Additional activities may be considered 
by the committee as those listed above are 
completed.
M e t h o d s  o f  F u n c t i o n i n g
The work of the committee is carried 
on under the auspices of the Municipal 
Finance Officers’ Association, 850 East 
58th Street, Chicago, Illinois, and is 
financed through a grant of funds for that 
purpose from the Spelman Fund of New 
York. All materials which are finally re­
leased for publication by the committee 
originate through a research staff operat­
ing in the offices of the association under 
the direction of the executive director of 
the association, who is also secretary ex­
officio, of the committee, and a chief staff 
accountant.
Usually the first tentative draft or out­
line of material on a subject is sent only to 
the members of the central committee. 
A fter the material is returned and revised 
in accordance with the criticisms and sug­
gestions submitted by the central com­
mittee, it is returned to them and at the
same time it is sent also to the members
of the advisory committees, and occasion­
ally to an additional number of individuals 
whose criticisms and suggestions are 
deemed worthy of consideration. This 
process is repeated until all divergent views 
and opinions of recognized authorities on 
the particular subject under consideration 
are reconciled as far as possible. Then 
the material is published and an effort is 
made to promote its recognition and use. 
After a sufficient period of time has elapsed 
to allow the material to be tried and tested 
in actual practice, the committee contem­
plates making any revisions considered 
necessary. Hence, it is definitely stated 
that all publications issued by the commit­
tee are tentative and subject to revision by 
it if and when it is considered necessary.
P u b l i c a t i o n s  I s s u e d  t o  D a t e
There is a deplorable lack of uniformity 
in practically every phase of municipal 
finance and accounting. However, this does 
not mean that there are uniformly poor 
accounting systems in our municipalities. 
Many of them are excellent accounting 
systems which are operated efficiently to 
produce valuable results. I t  is the purpose 
of the committee to search out and co­
ordinate the desirable features of the best 
systems now in operation and thus to 
formulate certain principles which can be 
adopted with a reasonable degree of uni­
formity by a large number of munic­
ipalities.
There would seem to be a fairly broad 
cross-section of public, professional and 
private interests reflected in the member­
ships of the associations represented by the 
committee. It is reasonable to assume that 
the material approved and published by the 
committee will be given serious considera­
tion by the members of those associations. 
For these many reasons the committee 
realizes its responsibility in exercising care 
and caution in the approval of materials 
for publication. However, while the work 
necessarily must proceed rather slowly, 
the need is so urgent that materials are 
being issued as rapidly as possible.
A tentative outline of the principles of 
municipal accounting was published by the 
committee in its Bulletin No. 1 issued in 
January, 1934. A  suggested procedure 
for a detailed municipal audit is contained
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in Bulletin No. 2 published in May, 1934. 
Also in May, 1934, the committee pub­
lished a bibliography of municipal account­
ing as Bulletin No. 3. These have been 
distributed widely and additional copies of 
each are available from the office of the 
committee at 850 East 58th Street, Chi­
cago, Illinois.
M a t e r i a l s  N ow  B e i n g  P r e p a r e d
A t the present time a considerable 
quantity of material is being prepared for 
submission to the committee. A special 
committee of the central committee is com­
pleting the compilation of some material 
on municipal accounting terms and defini­
tions. This is considered of major import­
ance. A t the present time it is very diffi­
cult, if not impossible, to compare the facts 
and figures shown in many published 
municipal financial reports because of the 
lack of uniformity in the use of account­
ing terminology.
Another mass of material which is about 
ready for consideration by the committee 
deals with the classification and definitions 
of municipal funds and their resources and 
obligations.
A draft has also been prepared of ma­
terial setting forth the principles of munic­
ipal cost accounting, a feature of account­
ing which is being developed rapidly in 
many municipalities.
Last, but certainly not least in impor­
tance, there has been considerable prelimi­
nary work done toward a classification of 
municipal revenues and expenditures. This 
material when completed may serve a 
double purpose. Municipal officials will 
use it in revising and improving their 
accounting systems, and the United States 
Bureau of the Census will consider it in 
making possible revisions in the forms 
used for gathering financial statistics of 
cities.
It is expected that all of the materials 
now in preparation, with the possible ex­
ception of that relating to a classification 
of municipal revenues and expenditures 
will be submitted to the committee and ad­
visory committees before the end of this 
year.
N e x t  W o r k  P r o p o s e d
As soon as the material now in prepa­
ration nears completion, work will be 
started on material relating to the kinds 
and contents of municipal financial reports.
The committee wishes to express its 
deep appreciation of the excellent coopera­
tion and assistance which it has received 
from the members of the advisory com­
mittees and others to whom materials have 
been submitted. I f  the committee succeeds 
in accomplishing its purposes, it will be 
only through the combined thoughts and 
efforts of all those who are interested in 
improving municipal financial and account­
ing practices.
Respectfully submitted,
G e o r g e  P. E l l i s , Chairman
1934 R E P O R T  O F  C O M M ITTEE ON 
PA N -A M ERICA N  R E L A T IO N S
Your Committee wishes to report that 
during the year 1933-34 there were no 
apparent developments in any of the South 
American or Central American countries 
which would be of any particular interest 
to the Society with the exception of Law 
No. 5102 and the regulations covering the 
national registration of accountants in the 
Republic of Chile. W e do not wish to 
reproduce this law nor have we any com­
ments thereon, because a copy of this law 
was published in full in the April 1934 
issue of T h e  C e r t i f i e d  P u b l i c  A c c o u n t ­
a n t .
Your Committee would be remiss, how­
ever, in not reporting fully the following 
information which comes out of Argentina 
through the courtesy of Mr. Victor 
Daniel Goytia, Esq., member of the 
Argentina bar:
“I desire now to specifically answer your 
questionnaire under date of April 18, 
1934, on the accountants’ profession in 
Argentina. There is very little information 
of any use that may be furnished you in 
this regard, for the profession of Char­
tered Accountant is very summarily regu­
lated by law, if regulation may be named 
the power given to the National Univer­
sities of Buenos Aires and of the Litoral, 
to grant Accountants Diplomas to those
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having pursued certain studies in account­
ing at the School or Faculty of Economics, 
a body existing within these Universities.
“ Q u estio n  N o . 1 : The present status of 
the accounting profession including a state­
ment of the laws, if any, regulating the 
profession and the degrees that are granted 
under the law.
“The reply to this question is that there 
are three degrees or stages in connection 
with accounting studies. The first step is 
accomplished at the end of a five-year 
period of studies in the so-called Com­
mercial Schools, of which there are a good 
number in different cities and sections of 
the country and which are owned and con­
trolled by the Federal Government. These 
Commercial Schools ( ‘Escuelas Superiores 
de Comercio de la Nacion’), provide the 
students between the ages of 12 and 20 
with a five-year course on elementary Ac­
counting and Bookkeeping, in addition to 
other subjects of general knowledge, such 
as History, Shorthand, Languages, Gram­
mar, Arithmetic, Elementary Principles of 
Law, etc. A t the end of this five-year 
course, the students graduate as Account­
ing Clerks, inadequately designated ‘Per- 
itos Mercantiles,’ because of their general 
knowledge of the rules of trade, and be­
cause they are supposed to have familiar­
ized themselves with commercial practices. 
Outside of the general specialized culture 
that the graduates of the Commercial 
Schools acquire, their diploma qualifies 
them only for entering the Faculty of 
Economics either at the National Univer­
sity of the City of Buenos Aires, or at the 
University of the Litoral in the City of 
Rosario.
“The second step begins then for the 
students when they are admitted at the 
Faculty of Economics, where they pur­
sue courses that at the end of four years 
will turn them into Chartered Accountants 
(designated as ‘Contadores Publicos’).
The third step which few accountants 
apply for provides the obtaining of the 
degree of Doctor in Economic Sciences. 
This requires one year more of studies for 
completing the accountant’s career, the 
passing of examinations on several other 
additional subjects and the submitting of 
a thesis on a subject of Political Economy 
or a branch akin to these studies.
“In  short, the Commercial Schools, de­
pending from the Federal Government, 
issue certificates of Accounting Clerks 
( ‘Peritos Mercantiles’), and the two 
Faculties of Economics subordinated to 
each of the respective Universities of 
Buenos Aires and the Litoral, issue degrees 
of Chartered Accountants ( ‘Contadores 
Publicos’) and Doctors in Economic 
Sciences.
“Law No. 1597, under date of July 3, 
1885, in art. 1, section 4, gave power to 
the University of Buenos Aires to grant 
the degrees corresponding to the respective 
professions by the intermediate of its 
faculties or schools. The same law in art.
2 stated that the University of Buenos 
Aires should submit to the Government a 
plan covering the creation of the various 
faculties which would be a part of the 
University and also a detailed statement 
of the subjects taught at each faculty or 
school, as well as the requirements exacted 
for the granting of the corresponding 
diplomas.
“As per Decree of the National Govern­
ment, on October 19, 1923, a readjustment 
of the Faculties of the University of 
Buenos Aires was approved, and among 
these art. 1 mentioned the Faculty of Eco­
nomics, where the degrees of Chartered 
Accountant ( ‘Contador Publico’) and 
Doctor in Economic Sciences ( ‘Doctor en 
Ciencias Economicas’) may be obtained.
“Law No. 10861 of October 17, 1919, 
in art. 2, section (e ), created the Faculty 
of Economics in the City of Rosario, sub­
ordinated to the University of the L itoral; 
and on March 9, 1923, the Government 
approved the by-laws and organization of 
said National University of the Litoral.
Q u estio n  N o . 2 : The scope of public 
accounting work comparable to work done 
by public accountants in the United States.
“The diploma of Chartered Accountant 
qualifies the beneficiary to discharge the 
duties of certain positions with the 
Federal Government and with the Govern­
ments of the 14 Provinces. These posts are 
connected particularly with the Treasury 
Departments of these Governments. Char­
tered Accountants are also qualified to 
serve as advisors to the Commercial 
Courts, especially in matters of bank­
ruptcy, liquidation and distribution of cor­
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poration and partnership assets, and in 
certain cases, in liquidation of estate pro­
ceedings.
“As far as the scope of the work of a 
Chartered Accountant who wishes to work 
on his own is concerned, his activity is 
confined merely to laying and taking care 
of the accounting system of private con­
cerns and individuals, and while the 
merchants are required by the provisions 
of the Commercial Code to have an 
accounting system conforming to certain 
standards and to maintain books rubri­
cated by the Court,—which naturally re­
quires the assistance of competent account­
ants,—the employment of Chartered Ac­
countants for this purpose is not made 
compulsory by law.
“I may add that there are in Buenos 
Aires branch offices of such auditors firms 
as Deloitte, Plender, Griffiths & C o.; 
Price, Waterhouse, Faller & Co.; Martin, 
Lezica & Co., etc., which, as in the United 
States and other countries, make a busi­
ness of auditing and investigating and 
checking from time to time the accounting 
system and books of concerns. These 
firms have in their employment local 
Chartered Accountants graduates from the 
two National Universities mentioned 
above. However, for the time being, there 
is no law prohibiting these auditors firms 
from furnishing their services even with­
out reckoning with the co-operation of a 
certified or Chartered Accountant. I t  is 
not like the medical or legal professions 
for practising which it is indispensable to 
have the pertinent diplomas or State 
authorization.
“ Q u estio n  N o . 3: Accounting organi­
zations and their objects.
“There is only one association of ac­
countants and graduates of The Faculties 
of Economics, that I know of. This is a 
private entity and is named ‘Colegio de 
Doctores en Ciencias Economicas y Con­
tadores Publicos,’ which is located at the 
Avenida de Mayo 811 in the City of 
Buenos Aires. This guild association has 
as object the protection of the interests of 
the members of the accounting profession, 
and issues a monthly publication.
“ Q u estio n  N o . 4 : Education for the 
accounting profession.
“This question has been answered in
replying to question No. 1.
“ Q u estio n  N o . 5 : The degrees granted 
and the prerogatives enjoyed by the holder 
of the degrees.
“This question has likewise been an­
swered before in replying to No. 1. How­
ever, I  may further state that the only 
two degrees that count in the profession 
are the Chartered Accountant diploma and 
the diploma of Doctor in Economic 
Sciences. The latter degree presumes on 
the part of the beneficiary a wider knowl­
edge and general culture than that of the 
accountant, and also gives certain facilities 
for obtaining professorships in the facul­
ties and in teaching, but otherwise, there is 
no practical advantage as compared with 
the status and qualifications of the certi­
fied or Chartered Accountant.”
From Mr. Juan F. Granier, Chief Ac­
countant, Central Bank of Bolivia, La Paz, 
Bolivia, we have the following report: 
“All that I have been able to get in 
regard to the questionnaire which you sent 
me, is the following:
“ 1.—The Permanent Fiscal Commission 
has opened a registry of accountants, in 
accordance with a government decree 
which contains the regulations regarding 
said registry. I have not been able to find 
the laws and decrees which regulate the 
exercise of the practice of profession of 
accountants. I have communicated also 
with the Superior Institute of Commerce, 
but unfortunately this Institute has not a 
collection of the yearly legislation which 
one could consult, in order to make a 
resume of the laws and decrees.
“2.—This point is the result of the legal 
and administrative dispositions regarding 
the subject, in accordance with the laws 
and decrees now in effect.
“3.—In the city of La Paz, I know only 
one society legally organized, known by 
the name of Tecnicos Constables (Techni­
cal Accountants). I do not know if in the 
interior of the country there are account­
ant societies.
“4.— General Plan of Studies and Inter­
nal regulation of the ‘Superior Institute 
of Commerce.’
“5.—I have not been able to find out 
anything. I t  would be advisable for you 
to communicate with the Permanent 
Fiscal Commission.
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“In the city there are the following 
private institutions; for commercial in­
struction : The Instituto Comercial A r­
rieta, Business Course of the Institute 
American, Commercial Course of the 
religious colleges of the Sacred Heart, the 
Good Shepherd, and St. Ana. O f these 
institutions, the only one who has official 
recognition by the University of La Paz 
is the Commercial Course of the College 
of St. Ana, which functions under the 
direction of the Superior Institute of Com­
merce. The instruction keeps harmony 
with that of the center of expert account­
ants (Ciclo Peritos M ercantiles).”
O ur Committee member, Mr. William P. 
Field of Havana, Cuba, reports as follows:
“I can only state that there have been no 
developments in Cuba calling for special 
attention. The Superior School of Com­
merce was reopened during the year and I 
have been told that a fairly large class 
will graduate soon and that they will 
receive their C. P. A. degrees (Contador 
Publico Autorizado).
“There is a tendency on the part of some 
elements to have legislation enacted which 
will restrict the practice of accountancy in 
Cuba to native Cubans. Another group 
is also studying the advisability of enact­
ing legislation which will compel local 
business men and corporations to provide 
themselves each year with a certified 
public accountant’s report and a certificate.
“The objection to these movements is, 
of course, apparent, and it is likely that 
no adverse legislation will be passed, at 
least not for the present.
“My own feeling is that the New Deal 
in the United States has already corrected 
the causes of most of our troubles. The 
tariff on sugar has been reduced. The 
quota has been set up and a new recipro­
city treaty is in the making. The price of 
sugar is going up and there is enough 
work in sight for the balance of the year 
to provide the necessities of life for a 
lage percentage of the population. 1935 
should be an improvement over 1934. As 
fast as people go back to work the social­
istic and communistic elements here will 
be deprived of their main supply of am­
munition.”
Mr. Himes, another member of our 
Committee, reports as follows on Mexico:
“In Mexico, business men, in general, 
are beginning to see the advantage and 
necessity of public accounting, and the 
Society of Titled Public Accountants in 
Mexico City is working with the view of 
having the Government give more recog­
nition to Titled Public Accountants (Certi­
fied Public Accountants), and has made 
quite some progress in this matter.
“Last year, a University known as the 
‘Universidad de Nuevo Leon’ was estab­
lished in Monterrey, and the Chamber of 
Commerce is making every effort to have 
the University establish a school of com­
merce and business administration, with 
every prospect of being successful in their 
endeavors.”
In  closing this report, the Committee 
wishes to gratefully acknowledge the 
interest displayed by the following in con­
nection with the work of our Committee:
Ecuador—Mr. Carlos Arosemena, Gen­
eral Manager, Discount Bank.
Guatemala—Mr. William Lynch, Gen­
eral Manager in Guatemala, W . R. Grace 
& Co.
Nicaragua—Mr. Emilio Pereira, Presi­
dent, Supreme Tribunal of Accounts.
Peru—Mr. Enrique R. Altuna, Chief 
Accountant, T ax Collection Company.
The above gentlemen have from time to 
time sent us valuable information and 
have supplied us with the publications of 
the accounting profession in their various 
states. The Chairman of your Committee 
wishes to recommend that these publica­
tions be in the Library of The American 
Society where they will be available to 
any member who cares to read the pro­
fessional literature of the several South 
American countries in their native lan­
guages. Most of the information obtained 
from the men whose names are recorded 
above was incorporated in our last year’s 
report.
The Chairman of your Committee wants 
again to acknowledge the extraordinary 
efforts given to the Committee work by 
Mr. A. F. Lindberg who took it upon 
himself to obtain most of the information 
with regard to the South American 
countries. A t all times your Chairman has 
also received the support of the other 
members of the Committee.
W . B. C a s t e n h o l z ,  C hairm an .
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R E PO R T  O F  C O M M ITTEE ON 
N A TU RA L FISC A L Y EA R
During the year the Committee on 
Natural Fiscal Year has distributed to the 
Representatives in each State, copy of an 
article reprinted from the C h icago  Jou rnal 
o f  C om m erce , dated January 8, 1934, 
which had been prepared by Professor 
H. T. Scovill, and requested the various 
Representatives to take up this subject 
with their State societies and report back 
to this Committee.
Due to the delay in sending out this 
data there has been insufficient time to get 
results, as replies have been received from 
only a few Representatives, who promised 
to give this matter attention. Apparently, 
in some states there are no committees on 
this subject appointed by the State Society, 
however, it is evident that the Texas 
Society has been very active on this sub­
ject for sometime, and had already issued 
a pamphlet thereon comparable with the 
above reprint referred to.
It appears that there are yet differences 
of opinion regarding the closing dates for 
fiscal years for various types of business 
and your Committee believes that the ac­
counting fraternity as a whole should first 
agree before attempting to influence the 
business in te re s ts  on  this subject.
Your Committee is of the opinion that 
if the Representatives of each State will 
work with the committee in their State 
Society on this subject, they should be 
able, in a short time, to submit informa­
tion to our successors on this Committee 
that will enable them to clear up the 
differences of opinion as to closing dates 
for fiscal years, so that proper publicity 
can be given this matter.
Your Committee acknowledges with 
thanks, the receipt of data on this subject 
from Texas, and the replies from the 
various Representatives, and trusts that 
the remaining Representatives will reply 
promptly to next year’s committee.
Respectfully submitted,
T h o m a s  H. E v a n s , C hairm an.
“And Company”
SO M E COM M ENTS 
by D. W . S p r i n g e r , C.P.A.
In 1903 the State of W ashington passed 
a C. P. A. law from which two sections 
follow :
Section 8268. Any citizen of the 
United States, or any person who has 
duly declared his intention of becoming 
such citizen, residing and doing busi­
ness in the State of Washington, being 
over the age of nineteen years and of 
good moral character, may apply to the 
State Board of Accountancy for exam­
ination under its rules, and for the is­
suance to him of a certificate of qualifi­
cation to practice as a certified public 
accountant; and upon the issuance and 
receipt of such certificate, and during 
the period of its existence, he shall be 
styled and known as a certified public 
accountant; and no other person shall 
be permitted to assume and use such 
title, or to use any words, letters or 
figures, to indicate that the person using 
the same is a certified public accountant.
Section 8269. Any person violating 
the provisions of this act shall be 
deemed guilty of a misdemeanor, and 
upon conviction thereof before any 
court of competent jurisdiction, shall be 
punished by a fine in any sum not ex­
ceeding one hundred dollars.
Recently a complaint was filed with the 
State Director of Licenses to the effect 
that the above sections were being violated 
in that announcements of practitioners 
were being made with the words “and 
Company” used in an impersonal manner. 
The effect of the title John Jones & Com­
pany was to indicate that John Jones was 
a practitioner and that somebody else, un­
designated, was a practitioner, when in 
reality but one certificate had been issued, 
and that to John Jones.
The Director of Licenses consulted with 
the Attorney General of the State with 
regard to the matter. The Attorney Gen­
eral filed an opinion as follows:
744 TH E CERTIFIED PUBLIC ACCOUNTANT D ecem ber,




“I have your letter of August 27th in 
which you ask if it is permissible for 
Price, W aterhouse & Company to do 
business as certified public accountants, 
and advertise as ‘Price, W aterhouse & 
Company, C .P.A’s.’ You advise that 
neither Mr. Price nor Mr. W aterhouse 
are licensed to practice in this State.
“You are advised that the practice of 
Price, W aterhouse & Company is a 
violation of Section 8268 Rem. Rev. 
Stat., and subjects them to the penalty 
for such violation fixed by Section 8269.
“In our first opinion to the State 
Board of Accountancy, dated December 
30, 1915, we advised that the advertise­
ment of a firm, as C. P. A., was objec­
tionable where no member of the firm 
was certified in this State although one 
member was certified in another State.
“W e also advised that the law re­
quires each person to be certified and 
that a firm consisting of several persons 
is not justified in representing that the 
firm itself is a certified public account­
ant merely because some individual 
thereof is a certified public accountant.
“M r .------ in his letter sets forth cer­
tain violations of the law and asks how 
the violators get away with it.
“The correct answer to that question 
is that sufficient evidence of such viola­
tions has never been laid before the pros­
ecuting attorney. The prosecuting at­
torney cannot, himself, seek out all vio­
lations of crime but must rely upon the
duty which rests upon M r . ------ and all
private citizens who know of the com­
mission of crimes to inform the proper 
authorities.
“W e are not inclined to admit that 
M r. ------ ’s attorney is correct in sug­
gesting that our prosecuting attorneys 
would pay more attention to this law if 
the penalty were heavier. The prose­
cuting attorney will do his duty. The 
facts, however, must be laid before him.
“You have no money available for the 
purpose of investigating violations of 
this law nor does the law itself contem­
plate it.
“While you succeed to the duties of 
the Board of Accountancy, by virtue of 
Section 10854 Rem. Rev. Stat., the man­
ner of holding hearings for complaints 
is governed specifically by Section 10861 
Rem. Rev. Stat., which last named sec­
tion refers only to su ch  v io la tio n s  a s  by  
th e  p ro v is io n s  o f  th e  la w  u n d er  w h ich  
th e  licen se  w a s  is su e d  w o u ld  w a rra n t  
revo ca tio n .
“If  the accountants act made the 
practices which are denounced as crimes, 
also unprofessional conduct and author­
ized the revocation or suspension of 
license, therefore Section 10861 could 
be invoked. Even then, there would be 
certain constitutional objects to over­
come.
“Mr. ------’s attorney’s opinion is not
helpful. He has, in effect, advised as 
we now advise, that in the present con­
dition of the law the proper authority 
is the prosecuting attorney.
“Respectfully yours,
“E. P. D o n n e l l y , 
“Assistant Attorney General.”
On receipt of that opinion to the effect 
that the m atter was under the jurisdiction 
of the prosecuting attorney the Director 
of Licenses took the m atter up with him. 
Several weeks were spent in contacts and 
conferences with various accountants and 
their attorneys, after which the prosecut­
ing attorney for King County mailed the 
following letter to the person who had 





“This morning I received a communi­
cation from the President of the Cer­
tified Public Accountants, Mr. Griffith. 
His communication was sent to this 
office following a talk had by Mr. G rif­
fith with both Mr. Huse and Mr. Don­
nelly.
“W e are advised by Mr. Griffith that 
the Certified Public Accountants are 
immediately discontinuing the practices 
heretofore condemned by both the at­
torney general’s office and this office as 
improper. These practices may be 
named as follows:
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“1. The use of the words ‘Certified Pub­
lic Accountants’ in connection with 
firm names, all members of which 
are not actually C. P. A ’s in this 
state ;
“2. The use of the words '& Co.’ under 
any circumstances;
“3. Any listing or representation stat­
ing or implying that any person, not 
a licensed C. P. A. in this state, is 
a certified public accountant.
“W e are advised that all stationery 
violating the above principles is being 
destroyed, and that all listings violating 
them have been canceled. I t  was the 
purpose of this office to compel compli­
ance with the law. Inasmuch as we are 
assured (and I believe in good faith) 
that the unlawful practices will be im­
mediately discontinued, I believe no 
good purpose would be served by crim­
inal prosecution. However, in case any 
firm or individual continues with any 
of the unlawful practices above de­
scribed, we will, of course, at once upon 
notice thereof, commence proper action.
"Yours very truly,
“ R o b e r t  M. B u r g u n d e r ,  
“Prosecuting Attorney.
“M r . J o h n  F. W a l t h e w ,  
“Deputy.”
JF W  :M
It thus appears, if the interpretation of 
the Attorney General is correct, that the 
State of W ashington has gone further 
than the Committee on Enrollment and 
Disbarment of the Department of the 
Treasury, W ashington, D. C., in its ru l ­
lings with regard to the assumed name 
feature under which accountants have 
been practicing for many years.
W ithout discussing the merits of the 
opinion, dated August 31, which cannot 
properly be done based entirely on the 
two sections to which reference is made, 
it is clear to one familiar with accountancy 
practice that the public is amply protected, 
and in fact, it will be benefited by a com­
bination of the principles involved in the 
recently announced regulation of the 
Treasury Committee on Enrollment and 
Disbarment and the eight-year-old Michi­
gan law.
The use of “and Company” or “Asso­
ciates” may have two purposes. In  many 
cases it is used to claim an air of impor­
tance in the accountancy field which the 
organization does not possess in fact. The 
desire to pose as something which one is 
not is unprofessional, perhaps unwittingly 
so, and usually the reaction is injurious. 
Several accountants have found to their 
sorrow that such a practice has caught 
them unawares. On the witness stand 
they were shown to be practicing under 
false pretenses and the value of their tes­
timony was attacked by the opposing at­
torney with very embarrassing results.
In Michigan, those who practice under 
a firm or assumed name are required, 
whenever the name is used, except in di­
rectory listings, to indicate the individual 
names of all resident principals, either 
partners or managers. W ith this informa­
tion on all letterheads or report sheets, the 
public has first-hand knowledge as to just 
who are the responsible accountants. The 
Treasury Department ruling will be help­
ful professionally, by preventing an indi­
vidual from practicing under the guise of 
a firm name.
In  other cases these terms are used as 
matters of convenience. In  the Michigan 
Register for 1934, there are listed 26 firm 
or assumed name organizations with the 
term “Company,” each carrying from two 
to six individual names. Six of these are 
national firms and twenty of them are 
local firms. I t  would be easy for those 
with only two partners to use those names 
and omit the “Company.” In  fact, four­
teen of such firms do. It might not be 
hard for the three-name organizations to 
forego the company idea. Six of them do. 
It is practically impossible to provide 
titles for four, five, and six-name concerns 
without using the impersonal feature.
The service rendered by the account­
ancy profession is a personal one. A cor­
porate form of practice should not be 
countenanced. The bona fide firm, 
whether of two or fifteen partners, may 
be permitted to use either its individual 
names arranged as desired, or an assumed 
form of name, without any possible mis­
understanding if the names of all resident 
partners and /o r managers are disclosed.
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C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s
M a y , 1934
P r a c t i c a l  A c c o u n t i n g
PRO BLEM  8:
From the information following, prepare as at December 31, 1933 a working 
trial balance, statement o f profit and loss and balance sheet of the Mortgage 
Corporation.
On January 1, 1933, the Mortgage Corporation was established under the 
laws of the State of New York with an authorized and paid-in capital of 
$50,000.00 consisting of 10,000 shares of no-par value. On the same date, it 
entered into an agreement with the Realty Corporation, a New York corporation 
engaged in the developing of a suburban tract of land, whereby purchase-money 
mortgages acquired by the Realty Corporation were to be sold to the Mortgage 
Corporation in exchange for cash equal to (a) 75% of the face value of the 
mortgages, plus (b) accrued interest. The contracts, which matured within three 
or four years, were guaranteed both as to principal and interest by the Realty 
Corporation.
The Mortgage Corporation on January 2, 1933 laid plans for an issue of 6% 
collateral-trust bonds in the amount of $400,000.00 with the F irst T rust Company, 
as trustee, maturing as follows: $150,000.00 on December 31, 1933; $150,000.00 
on December 31, 1934; $100,000.00 on December 31, 1935; interest payable June
30 and December 31. As the mortgages were received from the Realty Corpora­
tion, they were to be deposited with the trustee who would thereupon issue to the 
Mortgage Corporation bonds not in excess of 80% of the aggregate unpaid prin­
cipal of the mortgages. The bond indenture provided that principal and interest 
collected on the mortgages were to be turned over to the trustee who would 
create separate funds therefor and pay therefrom the principal and interest, 
respectively, of the bonds. Arrangements were made with bankers to dispose 
of the bonds, as issued, to net the Mortgage Corporation 90 plus accrued interest; 
interest accrued at the date of issue was to be paid into the interest fund by the 
trustee and deducted from the proceeds paid to the Mortgage Corporation.
On the following dates the Realty Corporation delivered to the Mortgage 
Corporation, which in turn reassigned and delivered over to the trustee, the 
following m ortgages:
In te re s t Bonds
Aggregate A ccrued  on D e live red
D ate M ortgages M ortgages by Trustee
January 2 ....................$120,000.00 $485.49 $96,000.00
February 1 .................  90,000.00 112.82 72,000.00
March 1 ...................... 115,000.00 301.00 92,000.00
April 1 ........................ 105,000.00 231.86 84,000.00
The Service o f Examination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing, Commercial Law  and Economics 
and Public Finance as could be used by any State Board fo r a four-hour examination period, 
and twice as many problems in Practical Accounting as would be required fo r  two examina­
tion  periods o f fou r to five hours each. A  Board using the service makes its own selections 
and adds any special questions or problems which i t  desires. The balance o f the problems 
in  Practical Accounting follow.
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On May 1, the Realty Corporation tendered to the Mortgage Corporation 
mortgages aggregating $25,000.00 with interest accrued of $106.40, but on this 
date the trustee reported that mortgages in its possession in the principal amount 
of $17,500.00 with accrued interest of $418.19 were in default. The Realty Cor­
poration agreed, therefore, to take back from the trustee these delinquent mort­
gages, pay the accrued interest, and in place deliver other mortgages, the net 
result of this transaction being the acquisition of $7,500.00 in additional mortgages 
by the trustee. The Mortgage Corporation paid the trustee the $418.19 in accrued 
interest, and in turn deducted this amount from the payment due to the Realty 
Corporation. The trustee delivered $6,000.00 in bonds which were discounted 
in the usual manner.
On June 1, the Realty Corporation tendered Mortgage Corporation mort­
gages aggregating $68,500.00 plus accrued interest of $468.88, but an examination 
of the details revealed that instalments of principal and interest on some of the 
mortgages were unpaid. The arrears amounted to $13,750.00 in principal and 
$326.75 in interest. In-order to complete the transaction, however, it was mutually 
agreed that these mortgages should be purchased for a face amount of $54,750.00 
plus the interest not in default; and when collections by the trustee amounted to 
such face amount, the remaining balance would be returned to the Realty Corpora­
tion. A t the consummation of this transaction, the trustee delivered to the M ort­
gage Corporation bonds amounting to $44,000.00.
On June 30, the Mortgage Corporation paid to the trustee $657.38 to cover 
a deficit existing in the interest fund, thereby enabling the trustee to pay the 
semi-annual interest out of this fund.
On June 30, after the payment of interest, the Mortgage Corporation paid 
the trustee $6,000.00 and received the remaining bonds held by the trustee.
On September 2, the Mortgage Corporation borrowed from the F irst T rust 
Company $10,000.00 on its four months’ note and pledged thereon the $6,000.00 in 
bonds. The proceeds amounted to $9,800.00.
On December 31, the Mortgage Corporation paid $218.81 to the trustee, the 
amount necessary to enable the trustee to retire the bonds m aturing on that date.
A t the end of the year, the trustee reported the following credits to the fund 
accounts:
P rin c ip a l 
A m o rtiz a tio n  In te res t
P a rticu la rs  F u n d  F u n d
Collections from mortgagors during the y e a r ...........  $141,249.65 $19,936.19
Deduction for interest accrued on bonds delivered—
February 1 .............................................................. ........................... 360.00
March 1 ................................................................................................ 920.00
April 1 ....................................................................... ..........................1,260.00
May 1 ......................................................................... ........................... 120.00
June 1 ....................................................................... ..........................1,100.00
June 30 (bonds undelivered) .............................. ........................... 180.00
Received from M ortgage Corporation on June
30, 1933 ..................................................................... 6,000.00 418.19
Interest earned on balances in fund during the year 2,531.54 677.29 
Received from Mortgage Corporation on December
31 to redeem b o n d s .................................................  218.81 657.38
$150,000.00 $25,629.05
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Charges to the accounts—
Interest due June 3 0 .............................................
Interest due December 3 1 .....................................
Redemption of bonds December 3 1 ...................  $150,000.00
Balance in hands of trustee ..............................
$150,000.00
The following expenses were paid in cash during the y ea r: legal fees, $5,000.­
00; organization expenses, $2,000.00, to be written off in 1933; trustee’s fees, 
$5,000.00; miscellaneous, $1,500.00. In  connection with issuance of bonds, ex­
penses paid were $16,000.00. Directors’ fees paid were $500.00.
On December 31, the unpaid expenses were: trustee’s fees, $2,500.00; office 
rent, $1,000.00; accounting fee, $1,000.00; officers’ salaries, $25,000.00.
Interest earned on bank balances was $148.59. Total interest accrued on 
mortgages at December 31 amounted to $3,415.28, all of which should be regarded 
as earned. Mortgages in the principal amount of $11,680.00, with interest accrued 
of $315.11, being in default, foreclosure proceedings were commenced by the 
trustee.
PRO BLEM  9:
The Federal M anufacturing Company has a wholly owned London subsidiary 
named the Clark M anufacturing Company, Limited, which sells certain products 
imported from the United States (purchased from the parent). I t  also processes 
and sells domestic products. Freight and duty average 65% of the cost of the 
imported product.
The accompanying audited comparative balance sheets of the subsidiary at 
December 31, 1932 and 1933 with the income and surplus accounts for 1933 are 
submitted to you in connection with your audit of the parent company. You 
intend, of course, to consolidate the accounts, and are now called upon to state 
the two London balance sheets and the income and surplus accounts, for the year 
1933, in terms of U. S. dollars.
CLARK M A N U FA C TU R IN G  COM PANY, L IM IT E D
C o m p a r i s o n  o f  B a l a n c e  S h e e t s  —  D e c e m b e r  31, 1932 a n d  1933
December 31
A s s e ts  1932 1933
C urren t A sse ts :
Cash ............................................................................................  £ 5,200 £ 3,900
Customers’ accounts receivable.............................................  20,450 24,200
Less—Reserve for bad d e b ts .............................................  2,000* 2,500*
Inventories—
Purchased in U. S. (including freight and d u ty ). . . .  8,950 11,450
Purchased or manufactured in E n g la n d ........................ 12,200 24,805
Prepaid expenses.............................................................................  1,400 1,200
Buildings, machinery and equipment......................................... 20,800 24,300
Less—Reserve for depreciation ...........................................  4,500* 6,355*
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L ia b ilit ie s
C u rren t L ia b il it ie s :
Accounts payable ................................................................  £ 9,620 £ 8,400
Accrued expenses ................................................................  3,200 3,000
Reserve for income t a x ...................................................... 8,000 10,000
Due to parent company (in do llars)......................................... 6,300 10,300
N e t W o r th :
Capital s to c k ......................................................................... 25,000 25,000
Surplus .................................................................................... 10,380 24,300
£  62,500 £ 81,000
C L A R K  M A N U F A C T U R IN G  C O M P A N Y , L IM IT E D  
Su m m a r y  o f  I ncome  a n d  Surplus A ccounts Y ear E nded D ecember 31, 1933
I n c o m e  A cc o u nt
N et Sales ......................................................................................................................£ 132,700
C ost o f Sales:
Goods purchased in  U . S. ( in c lu d in g  fre ig h t and d u ty ) ......................... £ 33,800
Goods m anu fac tu red  in  E n g la n d ..................................................................... 52,400
£ 86,200
Gross p ro f it .....................................................................................£ 46,500
Selling, A d m in istra tive  and G eneral E xpen ses
(in c lu d in g  £ 2,255 deprecia tion) ..................................................................  18,948
N e t p ro f it  fro m  opera tions......................................................... £ 27,552
D e d u c t:
L o ss on exch an ge rem itta n ces................................................................................ £ 2 ,352
P rov ision  fo r  incom e t a x .............................................................................................  1 ,000
£ 3 ,352
N e t P ro fit  ..........................................................................................£ 24,200
Su r plu s  A cc o u nt
Balance— beginn ing  o f y e a r . . . . ........................................................................... £ 10,380
N e t P ro fit ................................................................................................................................  24 ,200
T o t a l .................................................................................................... £ 34,580
D ividends P a i d ......................................................................................................................  10,280
Balance— end o f year ..............................................................................................£ 24,300
The following supplementary information is secured:
The London company is required to carry all transactions involving dollars 
in its accounts at the old par rate of $4.8665. The current account with the parent 
company is payable in dollars.
The capital-stock investment of the company appears on the books of the 
parent company at a cost of $131,395.50. There was a surplus of the subsidiary 
at the date of acquisition, when exchange was at par, of £2,000. Dividends re­
ceived during the year by the parent company aggregated $31,148.40 after deduct-
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ing the 25% tax of the British Government withheld by the subsidiary. 
Details of the intercompany account were as follows:
Intercompany Account ( Credit Balance)
Balance—beginning of year ..................................................
Remittances
Loss on exchange required to adjust account to p a r . . . .
u. s.$ £




$ 50,125 £ 7,948
— 2,352
$ 50,125 £ 10,300Balance—end of year ...............................................................  ,
The plant account and reserve for depreciation at December 31, 1932 con­
verted at rates of exchange prevailing when the transactions therein took place
were as follows: Asset account .............................. $95,680
Reserve for depreciation ..........  20,700
1933 plant transactions are shown in the following schedules:
Building, Machinery and Equipment
Balance—beginning of year .......................................................................... £ 20,800
Additions (June, 1933) ................................................................................... 4,000
Total .................. .......................................................................£ 24,800
Retirements (June, 1933) (acquired when exchange was at par in 1926) . 500
Balance—end of y e a r .......................................................................................£ 24,300
Reserve fo r  Depreciation
Balance—beginning of year .............................................................................£ 4,500
Provision during year (composite rate of 10% )..........................................  2.255
Total .............................................................................................£ 6,755
Retirements (at cost less £ 100 salvage)........................................................  400
Balance—end of year .........................................................................................£ 6,355









August . . .  
September 
October . . .  
November . 
December .
Cost of Sales from
N et Sales U. S. Goods British Operations
£ 10,500 £ 2,500 £ 5,000 £ 2,000
11,000 3,000 5,000 2,200
8,400 2,200 4,000 1,600
12,200 3,500 5,400 2,400
10,000 2,000 4,200 2,000
13,000 4,000 5,000 2,600
12,300 3,200 4,500 2,400
8,000 2,000 4,000 1,450
13,200 4,200 4,800 2,700
8,200 2,100 3,500 1,302
11,400 2,600 3,600 3,000
14,500 2,500 3,400 3,900
£ 132,700 £ 33,800 £ 52,400 £ 27,552
The following exchange quotations are ascertained from published records:
Form er part r a t e ............................................................................. $4.8665
Current rate at December 31, 1932.............................................  3.5540
Current rate at December 31, 1933.............................................  5.1550
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A p r i l___
May . . . .
June . . . .






PRO BLEM  10:
You have been engaged by the X  Y Z Oil Company to prepare a balance 
sheet as of December 31, 1933 and summary income account for the year ended 
that date for presentation to the company’s bankers. You were furnished with 
the following statements by the bookkeeper:
X  Y  Z O IL  COM PANY  
C o m p a r i s o n  o f  B a l a n c e  S h e e t s — D e c e m b e r  31, 1932 a n d  1933
D e c e m b e r  31
Assets 1932 1933
Cash ........................................................................ .$ 155,462.07 $ 221,382.04
Notes receivable .................................................... 53,429.76 48,391.21
Accounts receivable—
Customers .......................................................... . 443,659.57 518,567.13
Miscellaneous...................................................... 45,685.92 25,461.70
Due from officers and employees—
currently collectible ....................................... 25,000.00 35,000.00
Inventories—
Crude o i l .............................................................. . 390,000.00 680,000.00
Refined products................................................ . 916,005.29 778,039.72
Materials and supplies—at cost....................... . 110,542.96 255,848.76
Producing leases—
Leasehold ............................................................ . 506,978.42 2,339,225.61
Equipment .......................................................... . 521,461.04 1,221,397.86
Refining plant—
Real estate .......................................................... 76,743.95 76,743.95
Building structure, etc........................................ . 1,235,286.35 1,246,891.37
Tank ca rs ................................................................ . 603,891.72 603,891.72
Non-producing leases............................................. . 106,895.46 108,910.70
Investments—U. S. Treasury Certificates at cost. . 201,381.90 50,475.40
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L iabilities
Notes payable ................................................................ $ 50,000.00 $ 275,000.00
Accounts payable ..........................................................  201,685.25 377,176.07
Accrued liab ilities ..........................................................  110,442.09 155,063.36
Provision for Federal taxes......................................... 25,094.39 67,492.85
Deferred oil payments .................................. ............... 201,345.21 162,385.40
Due on contract ............................................................  — 1,892,461.70
Reserve for bad debts.................................................  32,485.96 35,472.73
Reserve for depletion .................................................  235,096.71 304,447.86
Reserve for depreciation—
Producing leases ...................................................... 246,841.64 341,240.36
Refining plant ............................................................  582,463.78 656,574.74
Tank cars ..................................................................  268,781.92 298,976.50
Pipe line ..................................................................... 150,671.93 178,901.17
Capital stock ................................................................... 3,000,000.00 3,000,000.00
Earned surplus ..............................................................  608,612.25 896,717.33
$5,713,521.13 $8,641,910.07




Barrels of crude oil produced (net working in terest)...............  2,187,500





Tank-car mileage ............................................................................. .. —
Total ........................................................................................$2,176,192.03
Operating expenses—
Crude-oil purchases ................................................................................. $ —
Refined-product purchases ......................................................................  —
Labor .............................................................................................................  653,391.75
Operating materials and supplies..........................................................  231,381.46
R e n ta ls ...........................................................................................................  2,346.00
Intangible drilling costs (including $114,318.80 on A B C leases) 321,081.93
Repairs .........................................................................................................  203,882.34
Miscellaneous ........................................... ................................................... 92,337.53
Depreciation ................................................................................................  121,408.72
Depletion .......................................................................................................  69,351.15
Non-productive leases abandoned..........................................................  51,283.02
Other retirements ( n e t ) ...........................................................................  39,236.41
Total ................................ ....................................................... $1,785,700.31
Inventory variation increase* or decrease...........................................  —
Cost of sales .........................................................................$1,785,700.31
Gross p ro f i t .............................................................................  $390,491.72
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Deduct—General and administrative expenses—
Officers’ sa la r ie s ...................................................
Office sa la r ie s ........................................................
Rent .........................................................................
























































































* R e d .  = = = = = — =
Your investigation disclosed the following data regarding the company’s 
assets, liabilities and operations.
The producing department (operation of oil wells) sells to the pipe-line 
department at market on the day the oil is run. The pipe-line department sells 
to the refinery at market on the date of delivery plus a 15-cents-per-barrel pipe­
line charge. The refining department manufactures petroleum products which it 
sells in tank-car lots and is not engaged in retail marketing.
Tank-car department earnings consist of payments by the railroad companies at 
the rate of 1½ cents per mile, for the total miles made by the company’s cars on 
their lines.
Deferred oil payments represent the unliquidated portion of the purchase price 
of leaseholds payable in oil at market price as, if and when produced. The com­
pany can abandon the leases at its option without liability for further payments. 
In 1933 payments on this liability amounted to $38,959.81.
As of July 1, 1933, the company purchased from the receivers of the A B C  
Oil Company certain producing leases, paying $250,000.00 cash and agreeing to 
pay an additional $2,000,000.00 out of one-half the profits from operating the 
leases. The contract provides that profits are to be computed as follows: Market 
value of oil produced, less operating expenses and expenditures for development 
and equipment. I f  the leases should prove to be unprofitable, or for any other rea­
son, the X Y Z Oil Company can return them to the receiver of the A B C  Oil 
Company without liability for further payment. During the year ended Decem­
ber 31, 1933 the company expended $285,681.20 for equipment and $114,318.80 
in development of this property. The profits computed as provided in the con­
tract amounted to $215,076.60. Equipment on the leases at the date of purchase 
amounted to $450,000.00.
Depreciation has been provided by the company at the following annual rates 
on the average balance for the y ea r:
Producing leases—equipment .............  1 5 %
Refining plant ................. . ...................  10
Tank c a r s ............................ ..................... 5
Pipe l i n e ...................................................  7 ½
Depreciation of equipment on the A B C  leases was provided on the average 
balance for the period from July 1 to December 31, 1933.
Equipment installed on producing leases in 1930 at a cost of $86,918.31 was 
retired during the year. Salvage amounted to $22,681.90 which was charged to
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inventory of material and supplies, $25,000.00 was charged to depreciation reserve, 
and the remainder of $39,236.41 to profit and loss.
A  still installed at the refinery in 1928 at a cost of $102,081.90 was disman­
tled during the year, $50,000.00 being charged to depreciation reserve and $52,­
081.90 to profit and loss. An inventory at December 31, 1933, of material sal­
vaged amounting to $10,382.90 had not been recorded on the books.
Depletion had been provided on leases, other than those acquired from the 
receiver of the A B C  Oil Company on the basis of an estimate, prepared by the 
company’s engineers, of the underground oil reserves at January 1, 1933, as fol­
lows :
Underground oil reserve—barrels...............................  4,055,052
Gross book value of leaseholds December 31, 1933 . . . .  $539,225.61
Less—Reserve for depletion......................................... 235,096.71
Net book value................................................................  $304,128.90
Per barrel of underground reserve. $.075
Production for year 1933—barrels.............................  924,682
Depletion provision......................................................  $69,351.15
The engineer’s estimate of the underground oil reserves for the A B C  leases 
on July 1, 1933, was 15,000,000 barrels and production for the last six months of 
the year was 1,262,818 barrels. It was agreed that the contract price should be 
used as a basis for the depletion provision on these leases.
The company has followed the practice of valuing inventories of crude oil 
at market price plus pipe line charges on the crude oil in the refining department. 
Refined products manufactured are valued on the basis of cost of crude oil to the 
refining department plus refining expenses for the month of December prorated 
to products produced on the ratio of total market value of the products. The 
resulting unit costs are applied to the products on hand.





DECEMBER 31, 1933: 
Crude oil—


































Natural gasoline . . .
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I t  was decided that the above inventories should be adjusted to cost to the 
company on the basis of December costs, which were lower than market. The 
following data were obtained from the records of the company.
Refining department costs used by the company in computing value of refined 
products were as follows:
December
P a rtic u la rs  1932 
Barrels of crude oil consumed......................................... 410,000
Costs—
Crude oil (posted p rice ).............................................  $430,500.00
Natural gasoline (c o s t) ...............................................  23,100.00






Total .............................................................................  $732,260.00
Average cost of company production and outside
purchases of crude oil per barrel............................ $.8482
Pipe-line costs per barrel sold......................................... .1125
The management has certified to you as to the quantities in the inventory 
and its condition.
The handling of deferred oil payments and the contract liability for balance- 
sheet, profit-and-loss, and depletion purposes was discussed at length with the 
company’s officials. It was decided that they should be handled for profit-and-loss 
and depletion purposes as previously indicated and that the liability should be 
shown on the balance sheet under a special caption following current liabilities. 
The two liabilities should of course be separately and adequately described.
The market value of U. S. Treasury Certificates on December 31, 1933, was 
$50,782.20.




T A L K IN G  SHOP
A  D e p a r t m e n t  C o n d u c t e d  b y  L e w i s  G l u i c k ,  C.P.A.  
If the Shop were our only activity, we 
would have had much to be thankful for 
the last Thursday in November, for it is 
a long while since the shop shelves have 
been so jammed with stuff we’d like to 
print; and for which there is not space. 
We remarked some time ago about the 
radio star who is always interrupted by 
his alarm clock, and said that it was a 
pity his sponsors didn’t give him all the 
half hour, and can all the rest of the pro­
gram. Oldtimer countered that by saying 
that the man’s popularity arose just from 
the fact that the public never was satis­
fied and always wanted a little more.
Maybe if we were given unlimited space 
in one issue, we would never be wanted 
in another. O r are we boasting? Any­
how, let’s see what we have in the pile.
The New York State convention on Oc­
tober 29th did not have quite the attend­
ance of last year despite bigger and better 
exhibits; but it was a good meeting just 
the same, and the rare book tables were 
almost as popular as the luncheon tables. 
Incidentally, one man we met at the W al­
dorf told us he had imagined us as a 
mellowed old man, at least 65, with a calm 
philosophic outlook on life. W e pointed
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out Mr. Springer to him as fitting the 
description; and as for calmness, he ought 
to see us some night when some of our 
pet phobias have their corns trod on. N o ; 
on second thought, it’s better no one out­
side the family sees us then. George P er­
per stepped up and told us that he was 
on the legislative committee of the New 
York Credit Men’s Association. Phil 
Brenner showed us his case, 31 BTA No. 
61, and construed the rule 50 decision as 
a victory that would not be reversed de­
spite a five-man dissent.
Out of the middle of the pile comes a 
published financial statement, sent by a 
former junior of ours, now employed in 
the corporation’s accounting department. 
Alongside the item, “Capital stock re­
served for employees” he writes: “This 
is good news.” The statement showing 
a fine earned surplus (and since Mount, 
Clapp and Carter certify it, it must be 
true) we can understand his joy. Next 
we come to a file of the interesting bulle­
tins put out by John K. Mathieson, et al, 
for the Pennsylvania Institute. A few 
more personal notes would make them 
even better. If  the members won’t send 
them in, the editors can copy what a cer­
tain old sea captain did once. The mate 
logged “The captain was drunk today” 
and insisted that, since it was true, it must 
stand. The skipper acquiesced but the 
next day he logged “The mate was sober 
all day” and made that stick. If  any of 
the newspapers ran the story of Whitney, 
president of the New York Stock E x ­
change, and his tax  case, we missed it. 
The big boy got a split verdict from the 
Court of Appeals of the third circuit on 
October 3rd; but it was a substantial vic­
tory. For human interest, read it!
Wisecrack from Tom Chapman of the 
Smokey City: “An expert is a man who’s 
away from his own town.” But this shop 
won’t print poetry, Mr. Chapm an; thanks 
just the same.
During 1917-18 few navy men were 
better known to our profession than a 
Commander Jordon. F irst as chief cost 
accountant for the New York district; 
subsequently in a like billet in Washing­
ton, his name if not his face, was familiar 
to all accountants. Now as Captain Jo r­
don he is chief accountant for the Brook­
lyn Navy Y ard; and he renewed some old 
acquaintances at the New York conven­
tion. Also present in u n ifo rm  was a long 
Georgia cracker, Lieutenant-Commander 
Holland. Come again, gentlemen; and bring 
your friends!
And now, readers, if any there be left, 
the long drought is over; the dialogues 
are here again, in response to insistent 
demand. “Run ’em on, Don, run ’em o n !” 
“Well, gentlemen,” began Oldtimer, 
“my friend Joe Klein read a paper on 
‘The Hazards of Public Accounting’ at 
Atlantic City, and asked for cases. I 
think this gang ought to be able to con­
tribute plenty.”
“Okay!” said the Kid, “you start.” 
“All right,” replied Oldtimer. “I ’ll 
fool you and do it. But I shall begin with 
the last item, arbitration. For years I 
have informally attempted to get my pro­
fessional societies to adopt a compulsory 
arbitration clause, and now seems a most 
propitious time to bring it out publicly.” 
“Meaning w hat?” asked Dash.
“This,” replied Oldtimer, drawing a 
paper from his pocket. “I ’ll read it, ‘No 
member of this society shall start or pro­
secute any criminal action against any 
other C. P. A. until after reporting his 
intention to the directors. All disputes 
arising between or among members shall 
be settled by the Committee on A rbitra­
tion of this Society whose decision shall 
be final.’
“Now that may seem rather advanced, 
and I know some of you will claim they 
never heard of one C. P. A. suing another. 
N o; that is rare to have a suit tried. But 
many are started and still more are threat­
ened. I k n o w  one man who has had rows 
with three partners in six years, every one 
of which was needlessly unpleasant, not 
to say expensive. W hat a contrast with 
another case which, I must confess, gave 
me the idea of making arbitration com­
pulsory !
“Here were two C. P. A ’s, one of them 
an officer of the society; both good men 
Temperament was only one thing which
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caused disagreement. Counter charges of 
bad ethics were made. But both men were 
gentlem en; and both had the good name 
of the profession at heart as well as their 
own reputations. One proposed having a 
lawyer arbitrate. The other agreed readily 
to arbitration, but claimed a mere lawyer 
could hardly grasp the C. P. A. idea. This 
was assented to by the first. A fter much 
discussion Tom Hogan was selected as 
being mutually agreeable, to liquidate the 
firm, and everybody was satisfied; no 
dirty linen was laundered in public, and 
both men went their way rejoicing.”
“But great scott !” exclaimed Dash. “I t’s 
all very well to thrust arbitration on a 
committee, but you can’t expect them to 
work for nothing because arbitration is  
work.”
“Who said anything about not being 
paid?” said Oldtimer.” But I see your 
point,” and drawing the paper from his 
pocket again, he wrote, speaking as he did 
so. ‘The arbitrators shall be paid fair 
fees for their services, which fees shall be 
established by the board of directors.’ 
Does that suit you, Dash ?”
“Surely, but aren’t big shots like you 
likely to ask for or expect bigger fees 
than some of us little fellows could a f­
ford?”
“You’re nerts,” broke in the Kid, “In 
the first place, men like Homer Dunn 
would arbitrate just for the fun of it, if 
need be. But no m atter how much they’d 
charge, it would be less than court costs, 
let alone legal fees.”
“Right,” said Oldtimer, “and now let’s 
hear some more cases. How about one
C. P. A. testifying against another as ex­
pert witness?”
“The doctors can teach us all we need 
to know about that. I t ’s almost impos­
sible to get a reputable physician to 
testify against another. Theirs is an old 
profession, and it coheres.” Dash paused 
a moment. “Did you read Ellis’ article on 
‘Business or Profession ?’ ”
“Yes,” replied the Kid. “If  we are not 
regarded as a profession, it is chiefly our 
own fault. But much must be done by 
statute. New York still does not give C. 
P. A ’s a privileged communication status. 
W hy Rover tells of being dragged into
a nasty divorce case because in the course 
of a routine audit he had gone over checks 
made out to the co-respondent, and his 
testimony wasn’t needed any more than 
the measles.”
“Well, that still leaves the question of 
testifying against each other unsettled,” 
said Oldtimer. “Have none of you fig­
ured in such a case?”
“Cripes!” said the Kid, “You’ve got to 
be g o o d  to get called as an expert. You 
tell u s .”
“No,” said Oldtimer. “Once in an eve­
ning is all you can get away with that 
way.”
The Kid joined in the laugh, and then 
Dash spoke. “Well, I heard Joe Klein 
tell, several years ago, of the way he and 
some other man helped a young practi­
tioner who, as a reward for doing the 
right thing, had gotten into trouble with 
the client, who tried to put him on a 
spot with the banks. But since he likes 
to cite that case himself, I ’m not going to 
repeat it now.”
“Fine,” said the Kid. “Now I ’ll tell 
one. When I was in the beginning of 
my junior work by a sad circumstance 
which was nobody’s fault I was compelled 
to change jobs. I landed with a firm 
which in a few days I found was not 
quite straight. In  another week, I re­
alized that all the crookedness was in one 
partner. W ith all the high ideals of 
youth, I was duly shocked and went to 
the other two and resigned my job.”
“You wouldn’t do it in these times,” 
said Dash.
“You’re telling m e!” replied the Kid. 
“They were incredulous; told me to stick 
around ; I was doing good work and was 
in line for promotion. So I stuck an­
other week, landing another job which 
lasted me till after I had my certificate. 
A year after I quit, came the pay-off. 
The two honest partners had discovered 
the third one’s crooked doings. Not satis­
fied with signing false statements, a n d  
doping tax returns at the behest of clients, 
he had actually contrived to rob his part­
ners. They sent for me; offered me a job 
with them on fine terms, which I was ob­
liged to refuse, and asked me to testify 
against the crook, which I promised to do.
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“But the case never came off. The legal 
technicalities, the tricks by which the law 
goes out of its way to protect crooks and 
obstruct justice, I never did get quite 
clear. All I do know is this. The two 
good men finally got along, starting anew 
from behind scratch, and the crook waxed 
exceedingly till his recent demise; a n d  
your resolution wouldn’t have done much 
good, Oldtimer, in that case, because the 
crook had consistently refused to join any 
society.”
“Well good L ord!” said Dash, “That in 
itself should have warned the partners.”
“Dey done foun’ dat out,” said the Kid. 
“Still I don’t see how you can compel
C. P. A ’s to form partnerships with only 
fellow society members.”
“Kid, you’re aging”, said Dash. “A 
few years ago you’d have insisted such 
a thing could and should be done—at 
once.”
“Well, I may be getting old,” replied 
the Kid, “but I ’ll live to see the day when 
we’ll be darn near as unitedly ethical as 
the doctors.”
“I hope I do too,” concluded Oldtimer.
P o s t s c r i p t  
Don’t forget to buy Christmas Seals.
Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E d it o r , W . T . S u n l e y , C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to Problem 7 of May, 1934, Examination Service of The American 
Society of Certified Public Accountants, published on pages 564-565 of the Sep­
tember, 1934, issue.
A fter a first reading of this problem it should be apparent to the candidate that 
for the purpose of calculating inventory values it is necessary to determine unit 
costs of parts manufactured and of assembly work.
The unit costs of assembly may be shown directly on the Cost of Sales State­
ment, but on account of the amount of detail necessary, separate schedules may 
be prepared to show costs of parts manufactured. From these detailed schedules 
the candidate may secure figures for his principle statement showing the material, 
labor and overhead going into the cost of the parts, the cost of the parts sold on 
contract and the inventory of parts at end of the year.
In preparing Schedule A, the figures may be completed up to and including the 
total labor cost for each of the two departm ents; and then on the ratio of the total 
overhead costs, to the total labor costs, the overhead may be distributed to the cost 
of the various parts.
This schedule shows the details for cost of parts manufactured. The total 
costs for each part are carried to Schedule B which shows the distribution of 
these costs.
The problem specifically requires a Cost of Sales Statement “in sufficient detail 
to enable the officials of the company to visualize the cost reductions effected by 
making further contracts for parts sales.” To accomplish this, the candidate may 
prepare the following working sheet from which he can secure the figures for the 
latter portion of his principal statement to be furnished to his client.
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XYZ Company 
Cost of Parts Sold (detailed)
M a te r ia l L a b o r Overhead T o ta l Cost
P a r t  N o . o f  U n its  U n it U n it U n it U n it
N o . S o ld  C o st A m t. C o st A m t. C o st A m t. C o st A m t.
1 20,000 .10 $ 2,000 .05 $ 1,000 .20 $ 4,000 .35 $ 7,000
2 40,000 .10 4,000 .04 1,600 .16 6,400 .30 12,000
3 30,000 .08 2,400 .04 1,200 .16 4,800 .28 8,400
4 30,000 .05 1,500 .03 900 .12 3,600 .20 6,000
5 30,000 .03 900 .03 900 .12 3,600 .18 5,400 
7 200,000 .05 10,000 .06 12,000 .12 24,000 .23 46,000 
9 100,000 .03 3,000 .03 3,000 .06 6,000 .12 12,000
10 200,000 .03 6,000 .03 6,000 .06 12,000 .12 24,000
$29,800 $26,600 $64,400 $120,800
The Statement of Inventory values may be prepared as the final step, the 
amounts being taken from Schedule B for the m anufactured parts, and from the 
Cost of Sales Statement for the other items.
XYZ COM PANY 
Cost of Sales Statement for the year ending (—  date — )
U nit Cost Assembly Cost of
of P u t into W ork in Complete 
Machines Assembly Progress Assembly 
(80,000 (20,000 (60,000 
units) units) units) 
Cost of Parts M anufactured (Schedule B) $ 4.16 $332,800 $83,200 $249,600 
Purchased Parts:
Purchased (90,000 u n its ) ...........  $495,000
Inventory, end of year
(10,000 units) 55,000
P ut into assembly
(80,000 units) $440,000 5.50 440,000 110,000 330,000
Assembly Labor:
on completed p ro d u c t. ...................... ..............  1.60 96,000 96,000
in progress (70c per u n it) ............................ 14,000 14,000
Overhead (100% of L a b o r) :
on completed product.................................. .... 1.60 96,000 96,000
in progress (70c per u n it) ............................  14,000 14,000
Total Assembly C o s ts .............................. ..........  $992,800
L e s s—Assembly W ork in P ro g re s s ...............  $221,200
Cost of Complete Assembly (60,000 units) . .  $12.86 $771,600
L e ss—Inventory of Finished Product, end of
year, (10,000 u n its ) ....................................  $12.86 128,600
Cost of Sales of M achines............................ $643,000
Cost of Sales of Parts (See analysis below) 120,800
Total Cost of Sales
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Cost o f  Sales o f  P a rts
P a rt N o . o f M a te r ia l and L abo r Overhead
N o. U n its per u n it A m t. per u n it A m t.
1 20,000 .15 $ 3,000 .20 $ 4,000
2 40,000 .14 5,600 .16 6,400
3 30,000 .12 3,600 .16 4,800
4 30,000 .08 2,400 .12 3,600
5 30,000 .06 1,800 .12 3,600
7 200,000 .11 22,000 .12 24,000
9 100,000 .06 6,000 .06 6,000
10 200,000 .06 12,000 .06 12,000
Totals $56,400 $64,400 (as above) $120,800
Sum m ary
Sales of P a rts ..............................................................  $ 80,000
Material and Labor Cost...........................................  56,400
Overhead recovered in sale....................................  $ 23,600
Total overhead applicable to parts sold...............  64,400
Overhead not recovered in sale................................  $ 40,800
XYZ COM PANY 
Schedule A
Cost of M anufactured Parts (Detailed)
M a te r ia l L a b o r Overhead T o ta l Cost
P a rt N o . o f  U n its  U n it U n it U n it U n it
N o. P roduced Cost A m t. Cost A m t. Cost A m t. Cost A m t.
1 160,000 .10 $16,000 .05 $ 8,000 .20 $ 32,000 .35 $ 56,000
2 140,000 .10 14,000 .04 5,600 .16 22,400 .30 42,000
3 120,000 .08 9,600 .04 4,800 .16 19,200 .28 33,600
4 150,000 .05 7,500 .03 4,500 .12 18,000 .20 30,000
5 190,000 .03 5,700 .03 5,700 .12 22,800 .18 34,200
Totals $52,800 $28,600 1 $114,400 $195,800
(Automatic Dept.)
6 300,000 .05 $15,000 .05 $15,000 .10 $ 30,000 .20 $ 60,000
7 520,000 .05 26,000 .06 31,200 .12 62,400 .23 119,600
8 300,000 .04 12,000 .04 12,000 .08 24,000 .16 48,000
9 600,000 .03 18,000 .03 18,000 .06 36,000 .12 72,000
10 520,000 .03 15,600 .03 15,600 .06 31,200 .12 62,400
Totals $86,600 $91,800 2$183,600 $362,000
1 Overhead in Punch Press Department 400% of Labor.
2 Overhead in Automatic Department 200% of Labor.
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XYZ COM PANY 
Schedule B
Distribution of Cost of Parts M anufactured (Detailed)
P a r t
N o .
P u n ch
T o ta l C o st  
U n it
Cost o f  
P a rts  S old
Cost to 
Assem bly  
D epartm ent
Closing  
In v e n to ry  
( a t cost)
Press U n its Cost A m t. U n its A m t. U n its A m t. U n its A m t.
Dept.  ( F ro m  Schedule A )
1 160,000 .35 $56,000 20,000 $ 7,000 80,000 $28,000 60,000 $21,000
2 140,000 .30 42,000 40,000 12,000 80,000 24,000 20,000 6,000
3 120,000 .28 33,600 30,000 8,400 80,000 22,400 10,000 2,800
4 150,000 .20 30,000 30,000 6,000 80,000 16,000 40,000 8,000
5 190,000 .18 34,200 30,000 5,400 80,000 14,400 80,000 14,400
Totals $195,800 $38,800 $104,800 $52,200
A u to m a tic
D e p t.
6 300,000 .20 $60,000 240,000 $48,000 60,000 $12,000
7 520,000 .23 119,600 200,000 $46,000 240,000 55,200 80,000 18,400
8 300,000 .16 48,000 240,000 38,400 60,000 9,600
9 600,000 .12 72,000 100,000 12,000 480,000 57,600 20,000 2,400
10 520,000 .12 62,400 200,000 24,000 240,000 28,800 80,000 9,600
Totals $362,000 $ 82,000 $228,000 $ 52,000
Totals (both
departments) $557,800 $120,800 $332,800 $104,200
XYZ COM PANY 
Statement of Inventory Values (at cost)
(—  date — )
M anufactured Parts (Schedule B) :
Punch-press D ep artm en t........................................................ $52,200
Automatic D ep artm en t............................................................  52,000 $104,200
Purchased Parts, 10,000 units @ $5.50......................................... 55,000
Assembly W ork in Progress 20,000 units @ $11.06...............  221,200
Finished Products
10,000 units @ $12.86..............................................................  128,600
Total In v e n to ry ......................................................................... $509,000
Changes In  D irectors
F IR S T  D IST R IC T —Patrick F. Crowley, Lynn, Mass. 
T H IR D  D IST R IC T —Alfred H. Coe, Wilmington, Del. 
F IF T H  D IST R IC T —William M. Madden, Indianapolis, Ind. 
N IN T H  D IST R IC T —Allen Redeker, Denver, Colo.
. . . Answers the Demand fo r  
G r e a t e r  M a n u f a c t u r i n g  E c o n o m i e s  i n  1 9 3 5
T ODAY'S new business conditions pre­sent a challenge to every executive 
who is concerned w ith reducing in s id e  ex­
penses . . .  as well as securing additional 
r e v e n u e  from in ­
creased business.
M ultigraph equipment 
is m eeting th is chal­
lenge and is saving 
time and money in 
thousands of busi­
nesses, l a r g e  a n d  
small. I t  provides a 
fa s t and inexpensive 
method of producing, 
wi th in  th e  o r g a n iz a ­
t io n , most of the rec­
ord and report forms 
used in factory and 
office. L e t t e r h e a d s ,  
invoices, statem ents, 
envelopes, accounting 
and payroll forms, 
sales and advertising 
m ateria l . . .  all are 
p rin ted  a t substan tial 
savings on the M ulti­
graph. F u rth e r econo­
mies are effected by 
avoiding overstocking 
and resulting  obsoles­
cence, as business 
forms are produced 
only in quantities as 
required for curren t 
use.
canvas . . . can be p rin ted  and im printed 
with special inform ation a t  high speed on 
the M ultigraph to meet the m erchandising 
needs of either mass or custom production.
Of even greater im por­
tance is the use of 
M ultigraph Methods 
in  the factory produc­
tion departm ents. Detailed specifications, 
m ateria l lists, m anufacturing in stru c­
tions, production orders . . . c o m p le te  
o r ig in a l c o p ie s  fo r  ea ch  d e p a r tm e n t  . . . 
w ith necessary piecework labor coupons, 
can be M ultigraphed quickly and economi­
cally and kept up-to-date from  day to day.
Odd shaped labels, w rappers, stickers, 
tags, etc., of various m ateria ls . . . paper,
A B O V E :  A  c lo s e - u p  v ie w  o f  t h e  s p e c ia l  
p r i n t i n g  u n i t  s h o w in g  f le x ib le  b l a n k e t  
ty p e  fo rm  fo r  c o n s ta n t  m a n u f a c tu r in g  
in f o r m a t io n ,  a n d  n u m b e r in g  w h e e ls  fo r  
i n s e r t i n g  v a r i a b l e  in f o r m a t io n  a t  s a m e  
im p r e s s io n .
L E F T : A  s p e c im e n  fo rm  s h o w in g  a  c o m ­
b in a t i o n  o f c o n s t a n t  s p e c if ic a t io n ,  m a ­
t e r i a l  l i s t  a n d  m a n u f a c tu r in g  i n s t r u c ­
t i o n  i n f o r m a t io n  w i th  v a r i a b l e  
p ro d u c t io n  o r d e r  in f o r m a t io n ,  p r i n t e d  
a t  o n e  im p r e s s io n  on  th e  M u l t i g r a p h .
In  making your 1935 
r e c o m m e n d a t i o n s  
to  clients, you will w ant 
to be fam iliar w ith Mul­
tig raph  Methods which 
conserve time, effort and 
money. Our tra ined  rep­
resentatives will be glad 
to furnish, w ithout obli­
gation, detailed inform a­
tion, useful to you. Con­
su lt your phone book, or 
w rite d irect to
A D D R E S S O G R A P H -M U L T IG R A P H  C O R P O R A T IO N
(M u ltig raph  D iv isio n )
C leveland , O hio 
Offices in principal cities throughout the world.  
M u l t i g r a p h
TRADE MARK  
cellophane, foil, rubber, leather, cloth, MULTIPLE TYPEWRITING AND OFFICE PRINTING
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
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S T A T E  S O C I E T Y  N E W S
ARIZON A
The second annual meeting of the A ri­
zona Society of Public Accountants was 
held on Friday and Saturday, October 26 
and 27 , 1934, at the Hotel Adams, Phoe­
nix, with an attendance of nearly a hun­
dred members from throughout the State.
Governor Moeur a n d  M ayor J. E. 
Jenckes delivered addresses of welcome 
and papers were presented by E. J. H il­
kert, C.P.A., attorney and instructor at 
Arizona State-Teachers College, on “Ac­
counting Records as Legal Evidence” ; 
David Rubenstein, secretary of the Asso­
ciated General Contractors, on “Account­
ing Methods for Contractors” ; Reynold 
E. Blight, C.P.A., of Los Angeles, former 
State Franchise Tax Commissioner of 
California, on “Taxation” ; and H arry 
Hatcher, statistical engineer of the State 
Highway Department, and H. Dean 
Campbell, professor of accounting at the 
University of Southern California, gave 
talks of interest to the profession.
At the annual banquet on Saturday eve­
ning the speakers again included Messrs. 
Blight and Campbell and Dr. Grady Gam­
mage, president of Arizona State Teach­
ers College; John L. Sullivan, attorney, 
Dudley W . W indes, former judge of the 
Maricopa County Superior Court, and Rex 
B. Mesny, accountant.
Officers elected for the coming year a re : 
President, A rthur C. Rogers, Phoenix ; 
Vice-President, Claud F. Harmon, Pres­
cott; Secretary, Mrs. Daphne H. Latham, 
Phoenix; Treasurer, W alter Coggan, 
Phoenix; Auditor, R. H. Parsons, Phoe­
nix; Executive Committee, James A. 
Smith, Eugene T. Garrett, O. A. Waidin,
B. B. Gibbs, all of Phoenix, and Thomas 
Elliott of Tucson.
D IST R IC T  O F  COLUM BIA 
The October meeting of the District 
Institute of Certified Public Accountants 
was held at the Racquet Club with an
unusually large attendance.
President Graham introduced as speak­
ers of the evening A. S. Fedde, a New 
York C.P.A., who is rendering govern­
mental service in the N.R.A., and James
D. Kershner, C.P.A. of Maryland, also 
with the N.R.A. Following their pres­
entations the general subject of Codes 
was thrown open to discussion.
M IN N E SO T A  
The October meeting of the Minnesota 
Society of Certified Public Accountants 
was held on the evening of October 23, 
at Freddie’s Cafe, Minneapolis.
Reports were given on the meetings of 
The American Society of Certified Public 
Accountants and the American Institute 
of Accountants. There was an interest­
ing round table discussion on “W hat 
Should Accountants’ Reports Contain.”
N E W  JE R SE Y
The New Jersey Society of Certified 
Public Accountants held its regular meet­
ing at the Downtown Club, Newark, on 
the evening of November 8, 1934.
President Suffern welcomed William C. 
Heaton, recently elected President of The 
American Society, who is a past president 
of the New Jersey Society. He also an­
nounced that a placque had been placed in 
the library of St. Johns College, Brooklyn, 
in memory of the late Joseph C. Myer, a 
member of the society.
Julius E. Flink outlined the purposes of 
a bill that has been introduced in the New 
Jersey Legislature and urged members to 
register protest against its enactment.
Professor A rthur S. Dewing of H ar­
vard School of Business Administration, 
delivered an address on “The Changing 
Postulate of Accounting Theory,” in 
which he reviewed the various theories of 
valuation—cost, liquidation and profit pro­
ducing.
Inflation and devaluation were distin­
N o “loss-item s”, u n i­
fied trad e  practices, r e ­
visions in tran sp o rta ­
tion and finance . . . 
yes, and a host of nam ed and unnam ed 
factors a re  changing the w hole com plex­
ion of business. T e rrito rie s  and m ethods 
m ust be changed to m eet new  conditions. 
Some old “b est-se lle rs” d ro p p ed ; new  
num bers appear on the list of profitable 
products.
Y es . . .  all business is changing. A nd 
M odern  M anagem ent is taking full ad ­
vantage of the p resen t situation. B ecause 
it know s its m arkets, it is in position to 
set up sound d istribu tion  . . . w here  and 
w hen profitable. B ecause it know s its 
costs, desirab le  business is accepted and 
undesirab le  business is politely  re jected . 
E xpenses a re  budgeted to cu rren t trends.
M odern  M anagem ent req u ires  Pow ers 
P unched  G ard  M ethods to keep ab reast
of these fast-m oving business factors. 
A fte r perfo rm ing  rou tine  accounting 
functions qu icker and  at less cost, 
P ow ers a rranges the resu lts  in the form  
of rep o rts  com pared  and analyzed. 
T hese  figures a re  cu rren t . . . day to day 
figures. T hey  show m anagem ent w here 
to put th e ir pins.
W e will gladly send to any m ajo r o r d e­
partm en t executive a com plim entary  
copy of ou r new  book “M A N A G E ­
M E N T  M E T H O D S  . . .  IN  T H E  
M O D E R N  M A N N E R .”
P O W E R S
A C C O U N T I N G  M A C H I N E S
Division of
R em in g to n  R and Inc.
BU FFA LO , N EW  Y O RK
In  a d d itio n  to P ow ers  P unched C a rd  A cco u n tin g  
R em in g ton  R and  has re ce n tly  added tw o  new  
system s o f R em o te  C o n tro l A cco u n tin g  . . . C e n tra l 
R ecords and P ow ers P ro d u c tio n  C o n tro l. B o th  use 
standard  A u to m a tic  E le c tr ic  C om pany’s te lephone  
c o n tro l equ ipm en t.
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T IF IE D  P U B L IC  A C C O U N T A N T
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guished by Professor W alter E. Spahr, 
Chairman of the Department of Econo­
mics at New York University, in his ad­
dress on “The Currency Situation and 
Business Conditions.” In  his talk, he com­
pared present conditions with similar past 
periods of financial stress in the United 
States and European countries and indi­
cated how present policies are likely to 
affect the chances of a recovery.
O H IOThe following committee chairmen have 
been named by the president of the Ohio 
Society of Certified Public Accountants: 
Membership, Vernon J. Moore of Cleve­
land; Finance, Charles R. Olin Jr., Cin­
cinnati; Auditing, James Pitcher, Day­
ton; Fall Meeting, L. G. Battelle, Day­
ton; Press and Publicity, Jacob B. Tay­
lor, Columbus; Accountancy Education, 
R. LeRoy Kirschner, Columbus; Law E n­
forcement, Sidney J. Collins, Young­
stown; Legislation, Board of Directors; 
Arbitration, George J. Lehman, Cleve­
land ; Co-operation with Bankers and 
O ther Credit Grantors, Charles R. Bowen, 
Cincinnati; Ohio T ax Law, Karl K. M or­
ris, Cleveland; Revision of Constitution 
and By-laws, Berl G. Graham, Cincinnati.
OREGON
The regular monthly dinner meeting of 
the Oregon State Society was held on 
Wednesday evening, November 14, at the 
Benson Hotel, Portland.
Pearce C. Davis addressed the candi­
dates to take the C. P. A. examination, 
who were special guests. Papers were 
presented by Eric P. Van, C. E. Rawlin­
son and H. W . McIntosh.
W ISC O N SIN
The first regular monthly meeting of 
the newly organized Northern Wisconsin 
Chapter of the Wisconsin Society of Cer­
tified Public Accountants was held at 6 :30 
P. M. Monday evening, September 17, at 
the Conway Hotel, Appleton. There were 
present fifteen members of the Chapter
from Appleton, Green Bay, De Pere, 
Marinette, Kaukauna, Neenah, Nenasha, 
and Oshkosh, with five guests occupying 
key positions in private accounting capac­
ities.
The program for the evening was in 
charge of John Evans, C.P.A., Internal 
Revenue Field Agent of Green Bay, a 
member of the Chapter, covering the gen­
eral subject of the new 1934 Income Tax 
Law, with special reference to the out­
standing differences between the new law 
and the old, and including an extended 
discussion of the Treasury Department’s 
recent rulings and revised procedure in 
the m atter of depreciation.
The Northern Wisconsin Chapter is 
one of the three recently organized Chap­
ters or subdivisions of the Wisconsin So­
ciety of Certified Public Accountants, or­
ganized to enable individual practitioners 
in the various sections of the State to get 
together frequently for round-table dis­
cussions of the new accounting problems 
constantly arising in the profession.
The next monthly meeting of the Chap­
ter will be held at Green Bay. At this 
and future meetings, local accountants, 
not necessarily certified, but active in the 
practice of accounting, will be invited to 
participate in the discussions.
The officers of the newly organized 
Chapter are as follows: Chairman, C. I. 
Smith, CPA, Green Bay, W is .; Vice Chair­
man, Norman Schomisch, CPA, Oshkosh, 
W is .; Secretary-Treasurer, E. A. Dettman, 
CPA, Appleton, Wis.
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H e a d q u a rte rs
Bankers, Lawyers, Tax Experts, and Busi­
ness Leaders recognize the convenient 
location of this modern hotel. I ts  dis­
tinctive charm and personalized service 
will appeal to you. Rates are moderate. 
Excellent meals. Dining Room.
T H E  H A Y - A D A M S  H O U S E
LAFAYETTE PARK AT SIXTEENTH 
NATHAN SINROD, MGR.
WASHINGTON, D. C .
W H E N  A N S W E R IN G  A D V E R T I S E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
A  N E W  S p e c i a l  C o u r s e  . . .
M E R G E R S  A n d  C O N S O L I D A T I O N S
for those preparing for the
M A Y  A . I . A .  and C . P . A .  E X A M I N A T I O N S
The Course is based entirely upon new materials prepared by Charles H . Langer, Ph.B., C.P.A. 
The m aterial in the new Course carries the accountant beyond the propositions generally con­
sidered in  lectures on m ergers and consolidations. Even some of the common propositions are 
presented in a new manner—challenging the usual 
treatm ent. The purchase of subsidiary stock at less 
than book value is considered in relation to conditions 
—overvaluation of assets, advantageous purchase, dis­
count on purchase of stock because of low earning 
power—the former inevitable “Negative Goodwill” is 
consigned to oblivion.
The method of recording profits and losses of sub­
sidiaries on the books of the holding company is new.
T he treatm ent of discount or premium on intercorpo­
rate bond holdings is also new.
Perhaps the greatest interest and contribution lies in 
the new treatm ent of preparation of consolidated bal­
ance sheets involving unilateral, bilateral and multi­
lateral intercorporate stockholdings, (the latter two 
commonly termed “interdependent variables”) without 
the use of consolidated balance sheet working papers, 
by the “equity ratio” method, a new method which 
affords proof of correctness of the m ajority and mi­
nority interests, and greatly lessens the amount of 
detail work. The algebraic, and the successive trials 
methods are also presented.
Full discussions are given the treatm ent of intercom­
pany profits, where there are minority interests in both 
the buying and the selling companies, and the special 
consideration required where there are unilateral, 
bilateral or multilateral intercorporate stockholdings.
O th e r  W a lto n  C o u rse s    
CONSTRUCTIVE ACCOUNTING □  ADVANCED ACCOUNTING AND AUDITING □
COST ACCOUNTING □  BUSINESS LAW □  FEDERAL INCOME TAX ACCOUNTING □




Is Amply Illustrated With 
Problems and Their Solutions
The Author's Solutions to Problems 
and Answers to  the Theory Questions, 
returned to  the student with his lesson 
work, constitute a most valuable part 
of the Course.
C om ple te  D etails Free !
I t  will pay you to  acquain t yourself w ith  the  
thoroughness and helpfulness of M r. L anger’s 
new work, M E R G E R S  And C O N S O L ID A ­
T IO N S . N o obligation is incurred th rough  
asking  for particulars. M ail the  coupon 
N O W .
D a y  and E vening C lasses and H o m e S tu d y  Instruction
Wa lt o n  S c hool
o f
Charles H. Langer, Ph.B.. 
C. P. A .
President and 
Educational Director




  M em ber N ational H om e Study Council
W a l to n  S c h o o l o f  C o m m e rc e , 512-522 M c C o rm ic k  B u ild in g : ,  C h ic a g o , I ll .
Please send me, w ith o u t obligation , a  com plete descrip tion  of y o u r new Course, M ERG ERS And CONSOLI­
DATION S, also  a  copy of y o u r in sp ira tio n a l book, “T he W alton  W ay to  a  B e tte r D ay .”
N am e  ................................................................................
A ddress  .............................................................................
C ity  and S ta t e ....................................................................
O c c u p a tio n ................................................................ A g e . . . .
I f  in teres ted  in  o th er W alton  C ourses, check th o se  on th e  l is t  above on w hich you  w ant in fo rm a tio n ; m ail w ith  coupon
I  AM
I n t e r e s t e d
IN
  □  H o m e  S t u d y  I n s t r u c t i o n  
  □  R e s i d e n t  D a y  C l a s s e s  
  □  R e s i d e n t  E v e n i n g  Cl a s s e s
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
B u r r o u g h s
c a n  h e l p  y o u
M ore and m ore the business man appreciates that service 
w hich the accountant renders w hen, as a result o f  care­
fully analyzing the figures, he suggests ways and means 
to  m ake the business m ore profitable.
I f  m uch o f  the m ental drudgery  o f auditing can be elim i­
nated, m ore tim e is available fo r the accountant to  give 
to the b roader aspects o f his profession—those valuable 
services w hich contribute so m uch to  the betterm ent of 
business. By prov id ing  accurate figures, speedily and 
econom ically, m echanical figuring equipm ent m akes the 
checking and auditing easier to  handle.
T h a t is why so many accountants recom m end B urroughs 
m achines to  the ir clients. B urroughs A dding, B ook­
keeping, Calculating and B illing M achines are m ade in  
many styles and sizes to  handle every figure job.
T he B urroughs representative in  your com m unity w ill 
be g lad  to  co-operate w ith  you. Let him  show  you how  
B urroughs m achines can furnish  the figures you need 
in  rendering  service to  your clients—and  furnish  them  
in  less tim e and  at less expense.
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
